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SUMMARY  OF  RECOMMENDATIONS 


Pa^e 


EliRJbility  Determination 


Revise  the  application  process  to  provide  for  county 
offices  to  send  copies  of  all  applications  for  public 
assistance  to  the  department  offices  in  Helena.  26 

Institute  the  use  of  data  processing  procedures  to  compile, 

tabulate,  and  evaluate  applicant  data.  27 

Establish  data  processing  procedures  to  merge  recipient 
data  with  income  information  from  other  sources  on  the 
basis  of  social  security  numbers  and  verify  eligibility 
determinations  on  a  continuing  and  comprehensive  basis.  36 

Institute  training  in  field  investigation  and  review 

techniques  for  quality  control  technicians,  and  establish 

work  standards  and  performance  guidelines.  38 

Establish  a  policy  of  automatic  notification  of  suspension 
and  removal  of  recipients  who  submit  erroneous,  misleading, 
or  incomplete  eligibility  information.  40 

Deny  declaration  privileges  to  those  recipients  who  submit 
erroneous,  misleading,  or  incomplete  eligibility  information 
and  allow  reinstatement  only  upon  100  percent  verification 
of  all  eligibility  information.  41 

Create  a  special  staff  unit  to  undertake  investigations, 
resolution,  prosecution,  and  recovery  in  those  cases 
where  ineligible  or  overpayments  have  been  made.  41 

Prepare  and  submit  reports  to  the  Legislative  Assembly  on 
the  results  of  eligibility  verification  procedures, 
weaknesses  in  the  public  assistance  programs,  and  needed 
corrective  legislation.  41 

Establish  procedures  to  insure  that  regulations  concerning 
registration  of  public  assistance  recipients  with  the 
State  Employment  Security  Division  are  properly  administered.         42 

Medical  Assistance 

Require  that  utilization  reviews  be  performed  for  nursing 
home  services  in  the  frequence  provided  for  by  state  and 
federal  regulations.  52 

Require  the  presence  of  physicians  on  all  utilization  reviews 

of  nursing  homes.  52 

Revise  advance  notification  regulation  in  order  that  utilization 
reviews  of  nursing  homes  may  be  performed  on  an  unannounced 
basis.  52 
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Provide  procedures  for  the  department's  medical  consultant 
to  review  the  level  of  care  assigned  to  recipients  upon 
their  entering  nursing  homes.  52 

Establish  reasonable  criteria  to  recognize  projected 
nursing  home  cost  adjustments  and  apply  the  criteria 
uniformly  in  the  calculation  of  reimbursement  rates.  54 

Establish  a  review  procedure  to  identify  and  disallow 

supplemental  nursing  home  charges.  59 

Establish  a  uniform  amount  to  be  disregarded  or  paid  for 
personal  necessities  of  patient/recipients  in  nursing 
homes .  61 

Identify  those  nursing  homes  which  use  personal  disregard 
allowances  to  defray  the  cost  of  nursing  and  require 
them  to  discontinue  the  practice.  62 

Devise  a  procedure  to  insure  that  patient/recipient  disregard 
allowance  accumulations  in  excess  of  $50  are  applied  to  the 
cost  of  nursing  home  care.  63 

Establish  a  procedure  to  insure  that  all  retroactive  payments 
of  benefits  to  patient/recipients  are  applied  toward  the 
cost  of  nursing  care.  64 

Arrange  with  DREW  to  provide  copies  of  audit  reports  on 

nursing  homes  to  the  department.  66 

Relocate  the  position  of  medical  services  coordinator 

to  Helena.  66 

Institute  measures  to  bring  all  audits  of  hospital 

reimbursement  rates  up  to  date.  70 

Arrange  with  DHEW  to  receive  copies  of  audit  and  evaluation 
reports  of  hospitals  prepared  for  the  Medicare  Program 
by  the  medical  service  organization  and  DHEW.  70 

Perform  direct  evaluations  on  test  basis  of  hospital  audit 

services  provided  by  the  medical  service  organization.  70 

Finalize  negotiations  on  the  current  balance  due  from 

hospitals  for  overpayments.  72 

Institute  procedures  to  insure  the  timely  collection  of 

future  overpayments  to  hospital  vendors.  72 
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Pay  those  hospitals  to  whom  payments  are  currently  due 
and  revise  policies  to  insure  prompt  payment  to  vendors 
for  future  underpayments  determined  by  audit.  73 

Revise  regulations,  policies,  and  instructions  relating 
to  outpatient  hospital  services  to  require  adjustment 
of  payments  to  hospitals  on  a  basis  comparable  to  that 
required  for  inpatient  hospital  services.  75 

Implement,  in  conjunction  with  DHEW,  a  program  for  utilization 
review  of  services  provided  by  hospital  and  medical  services 
vendors  in  accordance  with  requirements  of  the  State  Plan.  78 

Devise  and  implement  an  effective  dental  service  utilization 

review  program.  85 

Devise  and  implement  a  dental  service  approval  plan  that  will: 
(1)  insure  that  recommended  services  are  needed;  (2)  insure 
that  providers  are  aware  that  their  recommended  services  and 
performance  of  services  are  subject  to  peer  review;  and  (3) 
provide  for  retention  of  a  record  of  approved  services  so 
subsequent  review  may  determine  receipt  of  such  services.  87 

Require  utilization  reviews  of  physical  therapy  services 
provided  to  medical  assistance  recipients  as  required 
by  federal  regulations.  89 

Establish  criteria  for  determination  of  recipients'  eligibility 
for  medical  services  under  the  Medicare  Program  and  require 
the  medical  administrator  to  pay  medical  claims  under  the 
Medicaid  Program  only  when  such  other  resources  have  been 
exhausted.  90 

Establish  acceptable  standards  to  define  drugs  requiring 
prescriptions  and  which  therefore  will  be  paid  through 
the  drug  program.  92 

Restrict  each  recipient's  purchase  of  drugs  to  one  selected 
vendor,  record  the  vendor  selected  on  the  recipient's 
identification  card,  and  allow  the  recipients  the  opportunity 
to  change  their  choice  of  vendors  only  with  proper  approval.  97 

Require  the  recipient's  signature  on  all  drug  claims  prior 

to  payment  and  establish  other  forms  of  written  authorization 

to  assure  receipt  of  the  drugs  when  it  is  necessary  for  someone 

else  to  obtain  the  drugs  for  the  recipient.  97 

Adopt  the  cost  plus  professional  fee  or  usual  price  if  less 

method  of  paying  for  drugs.  101 


SUMMARY  OF  RECOMMENDATIONS  (Continued) 


Paae 


Establish  review  procedures  to  assure  that  prescription 
drug  fees  for  the  Medicaid  Program  are  consistent  with 
fees  charged  to  other  customers.  104 

Require  all  counties  to  utilize  a  standard  hospital 

admittance  form  which  includes  the  necessary  information 

to  determine  the  extent  of  any  potential  third  party 

liability.  HO 

Require  information  concerning  the  existence  of  private 
health  insurance  and  potential  third  party  liability 
to  be  forwarded  to  the  department  by  the  county  offices.  110 

Enter  the  third  party  liability  information  in  the  recipient's 
record  and  compare  all  medical  services  billings  with  the 
information  prior  to  payment.  110 

Establish  an  organizational  unit  to  specialize  in  evaluating 
and  pursuing  potential  third  party  liability  sources  for 
payment  of  medical  assistance.  110 

Establish  an  identification/authorization  imprint  card 

system  for  use  in  the  Medical  Assistance  Program.  116 

Establish  a  method  whereby  medical  vendors  can  verify 
recipient  eligibility  before  providing  services  to 
recipients.  117 

Initiate  a  system  of  utilization  review  for  services 

billed  for  psychiatric  services.  120 

Evaluate  the  need  for  and  format  of  the  AD-67  and  year-to- 
date  reports  and  discontinue  their  use  or  revise  them 
accordingly.  122 

Establish  a  system  to  verify  the  receipt  of  medical  services 

by  recipients  as  required  by  federal  regulations.  122 

Enforce  the  federal  regulation  and  state  plan  requirement 
which  provides  that  participation  in  the  Medical  Assistance 
Program  will  be  limited  to  providers  of  service  who  accept, 
as  payment  in  full,  the  amounts  paid  in  accordance  with 
the  established  fee  structure.  124 

The  Department  of  Institutions  evaluate  the  need  for  a  full- 
time  psychiatrist  at  the  State  Mental  Hygiene  Clinic  which 
currently  employs  psychiatrists  on  a  part-time  basis.  127 
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SUMMARY  OF  RECOMMENDATIONS  (Continued) 


Include  a  clause  providing  access  to  vendors'  records 
by  appropriate  officials  in  all  contracts  and  forms 
upon  which  services  and  supplies  are  procured.  129 

Consider  requiring  token  payments  by  recipients  for 
each  time  a  medical  service  is  provided  under  the 
Medical  Assistance  Program.  131 

Insure  that  the  medical  administrator  has  effective 
procedures  to  oversee  and  evaluate  medical  vendors' 
utilization,  136 

Establish  a  formal  system  under  the  medical  administrator 
contract  whereby  recipient  complaints  and  actual  or 
potential  vendor  problems  are  transmitted  to  the 
department.  137 

Formulate  an  effective  means  of  resolving  medical  vendor 

problems  in  cooperation  with  the  medical  administrator.  137 

Require  the  department's  medical  administrator  to: 

1.  Establish  a  formal  process  to  evaluate  the  impact  of 
deficiencies  and  problems  identified  in  one  program 
on  the  other  programs  handled  by  the  administrator. 

2.  Notify  agencies  responsible  for  other  programs  of 
the  probable  effect  of  deficiencies  and  problems 

identified  in  one  program.  138 

Conduct  a  feasibility  study  of  the  cost  of  services  provided 
by  the  medical  administrator  to  determine  if  these  services 
could  be  more  economically  and  effectively  provided  by  the 
department  directly,  in  cooperation  with  the  State  Department 
of  Administration.  141 

Financing  and  Recoveries 

Fix  the  responsibility  of  keeping  current  with  federal 

social  programs  and  regulations  with  one  employee.  150 

Require  that  all  matters  relating  to  financing  of  department 

activities  be  coordinated  through  this  employee.  150 

Require  planning  efforts  to  insure  that  the  department 

receives  all  moneys  available  from  the  Federal  Government.  150 

Establish  a  trained  staff  organization  to  specialize  in  the 
followup  4nd  resolution  of  those  relative  responsibility 
and  AFDC  cases  where  relative  and  parental  financial 
support  is  absent.  162 


SUMMARY  OF  RECOMMENDATIONS  (Continued) 

Utilize  income  information  from  the  Department  of  Revenue, 
as  provided  by  law,  to  determine  ability  of  responsible 
relatives  to  provide  support  of  the  applicant  for  assistance.        162 

Make  additional  investigations  as  necessary  to  determine 
the  liability  of  those  responsible  for  financial  support 
under  the  law.  162 

Inform  all  concerned  of  the  rights  and  obligations  of  the 
department,  recipients,  responsible  relatives,  and  parents 
under  the  law.  163 

Levy  financial  assessments  based  on  the  relative  contribution 
scale  as  provided  in  the  law  and  establish  the  liability 
of  such  responsible  relatives.  163 

Initiate  legal  action,  when  necessary,  as  provided  by  law, 
to  enforce  the  relative  responsibility  and  non-support 
provisions.  163 

Develop  an  information  system  to  document  the  recovery 

efforts  and  disposition  of  such  efforts.  163 

Review  the  present  statutory  relative  contribution  scale, 
determine  the  need  for  updating  the  scale,  and  request 
legislation  for  any  needed  changes.  163 

Establish  an  organizational  unit  composed  of  a  full-time 
staff  to  specialize  in  overseeing  and  managing  the 
activities  of  the  department  and  counties  with  respect 
to  public  assistance  liens.  170 

Grants-In-Aid 

Establish  a  system  to  monitor,  analyze,  and  compare  the 
policies  and  practices  of  counties  involved  in  requesting 
state  grants-in-aid  to  determine  the  reasons  for  the  need 
for  the  grants  so  that  consideration  can  be  given  to  allevi- 
ating the  causes,  including  requests  for  legislation  if 
needed.  177 

Determine  that  costs  of  operating  county  public  assistance 
facilities  are  reasonable  and  Instruct  counties  requesting 
state  grants-in-aid  which  operate  public  assistance 
facilities  to  charge  rates  which  are  commensurate  with 
costs.  179 
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Modify  the  State  Plan  for  Medical  Assistance  to  allow 
county  medical  assistance  costs,  in  excess  of  state 
limitations,  to  be  eligible  for  federal  matching 
participation.  181 

Establish  a  procedure  to  allow  counties  credit  for  general 
assistance  payments  made  to  recipients  adjudged  eligible 
for  categorical  aid  and  eliminate  duplicate  payments  to 
recipients.  183 

Review  the  current  system  of  providing  disbursing  orders 
to  general  assistance  recipients  and  make  the  necessary 
changes  to  insure  that  payment  will  be  made  only  for  those 
items  permitted  by  established  regulations.  185 

Administrative  Controls 

Deposit  all  cash  receipts  in  the  state  treasury.  188 

Consult  with  the  State  Department  of  Administration  as  to 
the  necessary  procedures  to  revise  the  department's 
disbursement  function  to  provide  for  disbursements 
through  the  state  claim/warrant  system.  193 

Request  legislation  to  delete  the  statutory  provisions 

relating  to  maintenance  of  a  separate  disbursing  function 

within  the  department.  193 

Evaluate  the  need  for  immediate  disbursements  and,  if  such 
is  needed,  seek  authorization  from  the  Department  of 
Administration  for  a  contingent  revolving  advance.  193 

Make  deposits  of  all  collections  intact  on  a  timely  basis 
and  implement  the  other  procedures  as  outlined  in 
Management  Memo  72-2.  195 

Establish  a  policy  of  systematically  cancelling  checks 

after  the  expiration  of  a  predetermined  period  of  time.  195 

Submit  written  justification  for  quarterly  withdrawals  from 

the  state  treasury  in  excess  of  one-quarter  of  the  department's 

annual  appropriation,  pending  implementation  of  a  disbursement 

system  through  the  claim/warrant  process.  197 

Segregate  the  duties  of  preparing  receipts  and  handling  of  cash 
items  from  the  record  keeping  duties  by  reassigning  such 
duties  to  different  personnel.  198 


SUMMARY  OF  RECOMMENDATIONS  (Continued) 

PaRe 

Utilize  the  daily  pre-listing  of  cash  receipts  as  the  source 
for  daily  recording  of  receipts  and  for  verification  of 
deposits  made  and  cash  on  hand.  199 

Reassign  the  bank  reconciliation  function  to  an  employee 

other  than  those  preparing  or  approving  the  checks.  199 

Initiate  a  dual  control  over  the  check  signing  machine 

and  signature  plates.  199 

Collaborate  with  the  State  Department  of  Administration 
to  establish  a  system  of  accounts  that  will  provide  the 
information  needed  by  the  department  for  preparing  necessary 
financial  reports  and  that  will  conform  to  the  statewide 
budgeting  and  accounting  system.  204 

Process  all  records  with  maximum  utilization  of  the  electronic 
data  processing  facilities  of  the  Department  of  Admini- 
stration's Data  Processing  Center.  204 

Initiate  review  procedures  to  assure  the  accuracy  and 
consistency  of  the  financial  statements  prior  to  their 
publication.  204 

Report  in  the  financial  statements  and  segregate  from  the 
department's  state  administration  programs  accurate 
financial  information  on  special  projects  grants.  204 

Establish  effective  control  over  amounts  due  to  and  owed  by 
the  department  by  recording  the  transactions  as  they  occur 
in  the  general  ledger  and  appropriate  subsidiary  accounts.  205 

Establish  a  policy  of  adequately  documenting  the  reasons  for 
refunds  or  revenues  at  the  time  such  refunds  or  revenues 
are  received.  206 

Establish  accounts  to  separately  classify  revenue  by  type.  206 

Utilize  data  processing  equipment  to  produce  the  billings 

to  the  counties.  207 

Consider  offsetting  amounts  due  to  and  due  from  the  counties 
so  that  a  single  statement  may  be  rendered  to  the  counties 
on  a  monthly  basis.  207 

Consult  with  the  grantor  agency  of  the  Federal  Government  for 
the  Title  V  -  Work  Experience  Project  as  to  the  proper  dis- 
position of  the  unexpended  grant  balance  and  take  appropriate 
action  as  required  by  the  federal  agency.  208 
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Implement  the  property  control  procedures  prescribed  in 

Management  Memo  No.  70-17.  210 

Require  all  consultants  to  include  with  their  monthly 
billings  reports  of  their  time  spent  on  department 
business  and  the  areas  wherein  their  services  were 
provided.  211 

Withhold  taxes  from  payments  to  consultants  who  are 
department  employees  pursuant  to  I.R.S.  Ruling  No. 
55-583  and  I.R.C.,  Section  3402.  212 

The  State  Department  of  Administration  notify  all  state 
agencies  of  the  proper  tax  withholding  and  reporting 
procedures  for  consultants'  fees  paid  to  state  employees.  212 

Employ  full-time  attorney (s)  to  handle  legal  matters  of 

the  department.  214 

Seek  the  advice  of  the  Attorney  General  to  resolve  the 
conflict  between  the  statutory  provision  and  the  current 
department  practice  of  compensating  the  legal  advisor.  214 

Utilize  the  standardized  method  of  the  State  Central  Payroll 
Division  for  computing  daily  pay  rates  for  all  employees, 
regardless  of  employment  status.  216 

Administer  leave  in  accordance  with  Section  59-1001,  R.C.M.  « 
1947,  by: 

1.  Discontinuing  payment  for  unused  vacation  leave  when 
an  employee  has  not  completed  one  year  of  continuous 
employment. 

2.  Withholding  vacation  leave  until  continuous  employment 

of  one  year  has  been  completed.  218 

Utilize  the  leave  record  form  recommended  by  the  Department  of 

Administration  in  Management  Memo  71-8.  219 

Limit  the  maintenance  of  accumulated  leave  records  to  one 

office.  219 

Utilize  the  reports  provided  by  the  State  Central  Payroll 
Division  for  employee  earnings  and  deductions  information 
and  cease  maintaining  duplicative  records.  219 

Establish  an  employee  time  reporting  system,  including  a 
standardized  time  report  required  to  be  signed  in  ink  by 
both  the  employee  and  his  supervisor.  220 
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Coordinate  the  record  keeping  of  the  finance  and  staff 
development  offices  to  eliminate  the  current  duplicative 
efforts.  220 

Incorporate  control  procedures  to  insure  that  those  in 
charge  of  preparing  the  payroll  at  the  counties  do  not 
receive  and  distribute  the  warrants,  or  have  periodic 
distributions  by  other  personnel. 


220 


The  Office  of  the  State  Auditor  revise  the  computer  payroll 
program  to  provide  for  computer  calculations  of  earnings 
and  deductions  for  the  payroll  of  all  state  employees.  222 

Reevaluate  the  needs  and  requirements  as  originally  defined 
in  1940,  concerning  financing  the  education  of  department 
employees  to  the  extent  currently  provided.  224 

Consult  with  the  State  Attorney  General  as  to  the  legality 
of  the  employment  contracts  and  with  the  State  Department 
of  Administration  as  to  the  procedures  necessary  to  collect, 
cancel,  or  write  off  amounts  of  stipends  for  which  collec- 
tion efforts  have  been  unsuccessful.  226 
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STATE    OF    MONTANA 
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The  Legislative  Audit  Committee 
of  the  Montana  State  Legislature: 

We  have  examined  the  balance  sheet  of  the  Montana  State  Department 
of  Social  and  Rehabilitation  Services  as  of  June  30,  1970,  and  the  related 
statements  of  operations  as  set  forth  in  the  table  of  contents  in  this 
report,  for  the  year  then  ended.   Our  examination  was  made  in  accordance 
with  generally  accepted  auditing  standards  and  accordingly  included  such 
tests  of  the  accounting  records  and  such  other  auditing  procedures  as  we 
considered  necessary  in  the  circumstances. 

Throughout  the  1969-70  fiscal  year  and  until  November  1,  1971,  the 
department  was  known  as  the  State  Department  of  Public  Welfare.   Effective 
November  1,  1971,  the  Department  of  Public  Welfare  and  three  other  state 
agencies  (Division  of  Vocational  Rehabilitation,  Commission  on  Aging,  and 
Veterans'  Welfare  Commission)  were  merged  and  reorganized  into  the  De- 
partment of  Social  and  Rehabilitation  Services,   Our  examination  of  the 
information  presented  in  the  department's  latest  published  financial 
statements  (1969-70  fiscal  year)  and  evaluation  of  the  department's  acti- 
vities was  limited  to  the  programs  and  functions  administered  by  the  former 
Department  of  Public  Welfare.   Accordingly,  our  audit  did  not  include 
coverage  of  those  programs  now  administered  by  the  department's  divisions 
of  rehabilitative  services,  aging,  and  veterans'  affairs. 
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In  our  opinion,  the  accompanying  financial  statements  represent  a 
materially  accurate  presentation  of  the  financial  position  of  the  Montana 
State  Department  of  Social  and  Rehabilitation  Services  as  of  Juno  30, 
1970,  and  the  results  of  its  operations  for  the  year  then  ended,  based 
upon  the  department's  operating  practices  which  were  consistent  with 
those  of  the  preceding  year.   However,  as  discussed  in  the  body  of  this 
report,  there  exists  unknown  but  potentially  substantial  amounts  of 
uncollected  revenue  resources,  and  expenditures  which  should  not  have 
been  made  if  the  department's  verification  procedures  were  operating 
effectively.   Accordingly,  the  potential  materiality  of  amounts  involved, 
and  their  accumulated  effect  on  fund  balances,  preclude  us  from  expressing 
an  opinion  as  to  the  fairness  of  the  information  presented  in  the  depart- 
ment's financial  statements  for  the  fiscal  year  ended  June  30,  1970,  in 
accordance  with  generally  accepted  accounting  principles. 

We  submit  the  financial  statements  listed  in  the  table  of  contents 
together  with  the  following  comments. 
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SUMMARY  COMMENTS 

During  the  course  of  our  review  we  noted  many  areas  where  admini- 
strative, procedural,  and  statutory  weaknesses  existed.   The  nature  of 
these  weaknesses  and  our  recommendations  to  correct  them  are  presented 
in  the  body  of  the  report.   Those  weaknesses  which  we  believe  to  be  some 
of  the  more  major  in  nature  are  summarized  below.   In  any  instance  where 
a  need  for  legal  review  and  action,  if  appropriate,  was  apparent,  we  have 
referred  the  matters  to  the  Attorney  General  for  resolvement. 

ELIGIBILITY  DETERMINATION 

Our  review  disclosed  weaknesses  in  the  procedures  used  to  determine 
eligibility  for  public  assistance.   We  found  an  absence  of  effective  and 
systematic  procedures  relating  to  the  evaluation  of  eligibility  determina- 
tions as  well  as  inadequacies  in  the  verification  and  substantiation  of 
eligibility,  primarily  relating  to  unidentified  resources. 

To  overcome  these  weaknesses,  we  are  recommending  that  the  department 
utilize  data  processing  techniques  on  an  extensive  basis,  strengthen  quality 
control  review  procedures,  and  establish  a  system  of  automatic  suspension 
of  recipients  who  submit  erroneous  or  misleading  information. 

MEDICAL  ASSISTANCE 

Our  examination  of  the  functions  and  activities  comprising  the  Medical 
Assistance  Program  disclosed  numerous  instances  where  effective  program 
utilization  and  fiscal  controls  were  weak  or  non-existent.   Utilization 
reviews  were  either  not  being  performed  as  required  by  the  Federal  Govern- 
ment or  were  being  performed  in  an  ineffective  manner.   Accordingly,  the 
department  has  no  means  of  verifying  that  services  billed  for  recipients 
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were  provided  to,  or  needed  by,  the  recipients.   Consequently,  the  depart- 
ment does  not  have  adequate  assurance  that  payments  for  services  are 
justified. 

We  also  noted  a  general  failure  of  the  department  to  effectively 
examine,  audit,  and  control  the  vendors  providing  services  and  supplies 
under  the  program. 

We  noted  little,  if  any,  liaison  or  cooperation  between  the  various 
programs  administered  by  the  contracting  organization  providing  medical 
administrator  services  even  though  all  programs  could  benefit  from  such 
cooperation.   In  this  regard,  we  are  recommending  that  the  department 
investigate  the  feasibility  of  directly  processing  medical  claims. 

In  order  to  correct  the  other  major  weaknesses  in  the  Medical  Assist- 
ance Program  we  are  recommending  that  the  department  institute  more  effective 
and  comprehensive  utilization  reviews,  establish  more  effective  procedures 
to  review  and  audit  the  rates  charged  by  vendors  for  seirvices  and  supplies, 
and  instigate  a  more  effective  means  of  verifying  recipient  eligibility 
for  medical  services  and  supplies. 

FINANCING  AND  RECOVERIES 

The  department  does  not  have  fixed  responsibilities  to  ascertain  and 
assure  that  maximum  federal  participation  is  attained  in  the  various  public 
assistance  programs.   As  a  consequence,  the  availability  of  federal  financ- 
ing is  overlooked  or  under-utilized,  resulting  in  greater  state  and  county 
costs.   These  problems  could  be  overcome  through  proper  planning  by  the 
department  as  well  as  fixed  responsibility  over  federal  social  programs. 

The  department  does  not  have  an  effective  system  to  obtain  recoveries 
of  public  assistance  payments  from  responsible  relatives  and  non-supportive 
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parents.   We  attribute  this  ineffectiveness  to  the  fact  that  the  department 
has  not  placed  proper  emphasis  upon  financial  support  probJems,  has  not 
complied  with  federal  directives  requiring  a  specialized  unit  devoted  to 
problems  of  support,  and  has  relegated  the  responsibility  of  obtaining 
support  to  the  county  level.   Similar  conditions  exist  in  the  area  of 
execution  and  followup  of  public  assistance  liens  and,  as  a  result,  few 
recoveries  are  made  in  this  area. 

We  believe  the  foregoing  could  be  accomplished  through  the  establish- 
ment of  specialized  staff  units  to  oversee  and  undertake  the  department's 
Interest  in  recoveries,  financial  support,  and  public  assistance  liens, 
and  we  are  making  recommendations  to  that  effect. 

GRANTS-IN-AID 

The  need  for  grants-in-aid  from  the  State  General  Fund  result  from 
the  inability  of  counties  to  adequately  finance  county  public  assistance 
activities  with  county  resources.   As  a  consequence,  the  state  provides 
grants-in-aid  when  such  situations  arise. 

We  found  that  although  grants-in-aid  are  substantial  in  amount  and, 
in  some  instances,  frequent  in  occurrence,  the  department  has  done  little 
to  determine  and  rectify  the  factors  which  cause  the  need  for  grants-in- 
aid.  In  this  regard  we  noted  instances  where  county  practices  result  in 
unrealized  revenue  which,  if  collected,  would  have  obviated  the  need  for 
some  grants-in-aid.  We  also  noted  a  wide  disparity  in  county  assistance 
practices  among  the  counties,  some  of  which  were  ineffective  in  restrain- 
ing public  assistance  costs. 

In  addition,  modification  of  the  State  Plan  for  Medical  Assistance 
could  result  in  greater  federal  sharing  of  county  assistance  costs,  thereby 
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reducing  county  costs  and  contributing  to  the  relief  of  need  for  grants- 
in-aid.   County  costs  could  also  be  reduced  by  amendment  of  current  pro- 
cedures to  allow  counties  credit  for  general  assistance  payments  made 
during  the  initial  period  that  applicants  for  categorical  assistance 
become  eligible. 

We  are  recommending  that  changes  in  the  State  Plan  and  current  pro- 
cedures be  made  to  accommodate  the  foregoing.  We  are  also  recommending 
that  the  department  establish  a  system  to  monitor,  analyze,  and  compare 
county  policies  and  practices  to  determine  the  reasons  for  the  need  for 
grants-in-aid  so  adequate  consideration  can  be  given  to  alleviating  the 
causes. 

ADMINISTRATIVE  CONTROLS 


Among  the  areas  of  weakness  presented  in  this  report  are  several 
administrative  matters  which  are  significant.   We  found,  for  example, 
that  during  1969-70,  over  15  percent  of  the  moneys  available  to  the  de- 
partment were  not  deposited  in  the  state  treasury,  as  required  by  law. 
Consequently,  expenditures  totaling  more  than  $4  million  were  not  dis- 
closed in  any  form  in  the  state  central  accounting  system.   In  addition, 
the  department's  moneys  that  are  deposited  in  the  state  treasury  are 
removed  by  lump  sum  withdrawals.   As  a  result,  none  of  the  department's 
disbursements  are  processed  through  the  state  accounting  system.   Accord- 
ingly, they  are  not  subject  to  the  built-in  controls  of  the  central  state 
claim/warrant  disbursement  system  and  the  information  is  not  readily 
available  for  use  by  legislators,  state  officers,  and  other  interested 
parties. 
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To  rectify  the  foregoing  we  are  recommending  that  all  cash  received 
by  the  department  be  deposited  in  the  state  treasury  in  accordance  with 
law  and  action  be  taken  by  the  department  to  revise  the  department's 
disbursing  function  to  provide  for  disbursements  through  the  state  claim/ 
warrant  system. 

We  noted  a  number  of  other  weaknesses  in  the  department's  accounting 
system,  many  of  which  will  be  corrected  when  the  department  utilizes  the 
forthcoming  uniform  accounting  system  being  developed  by  the  State  Depart- 
ment of  Administration.   We  also  noted  various  other  inadequacies  in  ad- 
ministrative controls  relating  to  payroll,  travel,  consultants,  and  pur- 
chasing, most  of  which,  along  with  the  foregoing,  can  be  corrected  through 
administrative  action  of  the  department  as  suggested  in  our  recommendations. 
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GENERAL  COMMENTS 

HISTORY 

The  Montana  Constitution  (1889),  Article  X,  Section  5,  states  that 

the: 

"...  counties  of  the  state  shall  provide  as  may  be  prescribed 
by  law  for  those  inhabitants,  who,  by  reason  of  age,  infirmity 
or  misfortune,  may  have  claim  upon  the  sympathy  and  aid  of 
society." 

In  a  later  court  action  (State  ex  rel.  Wilson  v.  Weir  et  al  106  Mont. 

526,  532,  79  P  2d  385)  the  Supreme  Court  stated  that: 

"While  the  duty  to  care  for  the  poor  is  primarily  an  obligation 
of  the  counties  the  state  is  free  to  offer  cooperation  and 
assistance.  .  .  The  legislature  has  the  right  to  make  provisions, 
binding  upon  the  counties,  as  to  how  they  shall  care  for  the  poor, 
even  though  this  involves  the  right  to  dictate  to  the  counties 
concerning  the  expenditures  of  their  own  funds." 

Prior  to  1935,  the  burden  of  public  assistance  costs  fell  totally 
upon  the  counties  in  Montana.   In  1935,  a  state  agency,  the  Montana  Relief 
Commission,  was  formed  to  help  with  mounting  assistance  costs,  due  to  the 
depression.   This  commission  operated  for  only  two  years  and  was  abolished 
in  1937,  when  the  Twenty-fifth  Legislative  Assembly  created  the  State 
Department  of  Public  Welfare  (Chapter  82,  Laws  of  1937).   This  new  de- 
partment was  created  to  administer  the  Montana  Public  Welfare  Act,  enacted 
in  1937,  to  enable  the  state  to  participate  in  federal  grant  moneys  made 
available  through  several  provisions  of  the  Federal  Social  Security  Act 
enacted  in  1935.   Since  1937,  the  Department  of  Public  Welfare's  history 
has  been  changing  to  meet  fluctuating  needs  for  public  assistance  and 
constantly  changing  federal  programs  which  require  participation  of  the 
state  and  local  governments.   Pursuant  to  the  Executive  Reorganization 
Act  of  1971,  the  department  is  now  known  as  the  Department  of  Social  and 
Rehabilitation  Services. 
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ORGANIZATION 

The  Public  Welfare  Act  (now  Title  71,  Revised  Codes  of  Montana,  1947) 
provided  for  a  state  supervised-county  administered  public  assistance 
program  and  created  the  Department  of  Public  Welfare  as  the  responsible 
state  agency.   The  act  also  established  a  State  Board  of  Public  Welfare, 
consisting  of  five  members  appointed  by  the  Governor,  with  the  advice 
and  consent  of  the  Senate,  to  staggered  four-year  terms. 

The  state  board  was  charged  with  establishing  policy  for  the  super- 
vision and  control  of  all  activities  and  agencies  provided  for  by  the  act. 
All  policy  and  rules  and  regulations  of  the  board  must  conform  to  the 
Federal  Social  Security  Act;  rules  and  regulations  issued  by  the  Social 
and  Rehabilitation  Services  Division  of  the  Federal  Department  of  Health, 
Education  and  Welfare;  and  the  Montana  Public  Welfare  Act.   The  board  also 
has  quasi-judicial  powers  to  conduct  hearings  and  make  decisions  with 
respect  to  disputes  concerning  the  state  and  county  public  assistance 
programs . 

Various  councils  advise  and  assist  the  department  in  the  performance 
of  its  duties.  A  Medical  Assistance  Advisory  Council  and  Family  and 
Children's  Advisory  Council  are  required  as  a  condition  for  receiving 
federal  matching  moneys.   The  department  is  also  assisted  by  a  Day  Care 
Advisory  Council  and  two  intradepartmental  committees,  a  personnel  com- 
mittee, and  an  educational  leave  committee. 

The  department  administers  three  basic  programs  -  economic  assistance, 
social  services,  and  vocational  rehabilitation  of  the  blind.   The  economic 
assistance  program  provides  direct  financial  aid  in  the  form  of  money  pay- 
ments and  payments  for  medical  services  rendered  for  needy  persons.   The 
social  service  program  provides  a  variety  of  essential  services  to  needy 
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individuals,  families,  and  children  who  are  unable  to  provide  these  services 
for  themselves.   The  vocational  rehabilitation  of  the  blind  program  helps 
visually  handicapped  persons  to  achieve  their  maximum  physical,  vocational, 
social,  and  economic  potential. 

The  County  Board  of  Commissioners  in  each  county  serves  as  the  County 
Board  of  Public  Welfare.   The  county  board  has  the  responsibility  for  estab- 
lishing such  local  policies  and  rules  and  regulations  as  are  necessary  to 
govern  each  County  Department  of  Public  Welfare.   However,  all  such  policies 
and  rules  and  regulations  must  conform  with  policies  and  regulations  estab- 
lished by  the  state  board.   The  county  boards  are  responsible  for  the 
administration  of  most  public  assistance  programs  in  Montana,  subject  to 
the  supervisory  control  of  the  state  department.   They  review  and  approve 
all  determinations  of  eligibility  and  amounts  of  payments  to  individual 
applicants  for  public  assistance. 

County  departments  are  staffed  by  the  county  board  from  lists  of 
qualified  persons  furnished  by  the  state  department.   County  offices  vary 
in  size  and  activity,  but  usually  have  a  county  director,  a  staff  of  eligi- 
bility technicians  and  social  workers,  as  well  as  the  necessary  clerical 
support  staff. 

District  supervisors  in  seven  district  offices  have  supervisory 
authority  over  the  county  offices  and  act  as  liaison  with  the  state  de- 
partment. 

Under  the  Executive  Reorganization  Act  of  1971  (Chapter  272,  Section  1, 
Laws  of  1971) ,  the  State  Board  of  Public  Welfare  was  abolished  effective 
November  1,  1971,  and  its  powers  and  duties  were  transferred  to  the  newly 
created  State  Department  of  Social  and  Rehabilitation  Services.   Three 
other  state  agencies  -  the  Division  of  Vocational  Rehabilitation,  the 
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Commission  on  Aging,  and  the  Veterans'  Welfare  Commission  -  became  divisions 
of  this  new  department.   The  functions  formerly  performed  by  the  four  former 
state  agencies  continue  to  be  performed  by  separate  divisions  of  the  new 
department.   Certain  services  necessary  to  the  operation  of  each  division 
were  combined  into  other  divisions  which  will  provide  support  services  to 
the  operating  divisions. 

The  members  of  the  state  board  were  retained  as  a  Claims  Settlement 
Advisory  Council  and  the  director  of  the  new  department  is  appointed  di- 
rectly by  the  Governor . 

County  public  assistance  administrations  remain  administratively  and 
functionally  the  same  as  prior  to  reorganization.   The  county  departments 
are  now  responsible  to  the  new  state  department  as  they  were  previously 
responsible  to  the  State  Department  of  Public  Welfare. 

An  organization  chart  of  the  new  department  is  presented  on  the 
following  page. 

OPERATIONS  AND  FINANCING 

The  state  department  is  charged  by  law  (Section  71-210,  R.C.M.  1947) 
with  general  supervisory  authority  over  the  direct  administration  by  county 
offices  of  all  Economic  Assistance  and  Social  Services  programs.  More 
specifically,  this  involves: 

(a)  Administration  or  supervision  of  all  forms  of  public 
assistance,  child  protection  and  child  welfare,  including 
the  provision  of  medical  care  payments  for  public  assistance 
recipients; 

(b)  Administration  or  supervision  of  all  child  welfare  activities 
including  the  location  of  displaced  children,  licensing  and 
supervision  of  private  and  local  child-caring  agencies,  and 
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the  care  of  dependent,  neglected,  and  delinquent  children 
in  foster  family  homes,  especially  children  placed  for 
adoption  or  those  of  illegitimate  birth; 

(c)  Provision  of  consultant  services  to  private  institutions 
providing  care  for  the  needy,  indigent,  handicapped,  or 
dependent  adults; 

(d)  Cooperation  with  other  state  agencies  in  providing  for 
services  to  the  blind,  including  the  prevention  of  blind- 
ness, the  location  of  blind  persons,  medical  services  for 
eye  conditions,  and  vocational  guidance  and  training  of 
the  blind; 

(e)  Provision  of  services  to  county  governments  regarding  the 
organization  and  supervision  of  county  departments  for 
efficiency  and  economy  in  the  administration  of  public 
assistance  functions; 

(f)  Prescription  and  maintenance  of  minimum  standards  and 
salary  rates  for  public  assistance  personnel  in  state 
and  county  departments,  establishment  of  rules  and  regu- 
lations to  maintain  such  standards,  provision  to  county 
boards  of  lists  of  qualified  personnel  available  for 
appointment,  and  development  of  policies  relating  to 
educational  leave  of  employees  of  the  department  and 
staff  development  needs  of  department  employees. 

(g)  Assistance  to  and  cooperation  with  other  state  and 
federal  agencies,  by  the  performance  of  services  in 
conformity  with  the  purposes  of  the  Montana  Public 
Welfare  Act. 
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Under  the  Economic:  Assistance  Division  there  are  four  major  categories 
of  public  assistance  which  are  financed  mostly  by  federal  resources.   These 
are  Old  Age  Assistance,  Aid  to  Families  with  Dependent  Children,  Aid  to  the 
Needy  Blind,  and  Aid  to  the  Disabled.   These  four  areas  involve  payments  of 
money  directly  to  qualified  persons.   Eligibility  requirements  for  such 
assistance  payments  are  discussed  elsewhere  in  this  report.   In  addition, 
the  department  also  provides  for  medical  care  payments  on  behalf  of  public 
assistance  recipients  in  the  above  mentioned  categories  under  the  Medical 
Assistance  Program  (Medicaid) .   For  persons  in  need  of  assistance  who  do 
not  qualify  for  the  categorical  programs  mentioned  above,  the  counties 
finance  a  General  Assistance  Program,  and  also  provide  for  medical  care 
payments  for  persons  that  do  not  qualify  for  assistance  under  Medicaid. 

County  departments  certify  applicants  for  eligibility  for  the  four 
major  categories  and  medical  assistance,  administer  their  own  general 
assistance  programs,  with  supervision  by  the  state  department,  and  also 
certify  the  eligibility  of  applicants  for  food  stamps  or  commodities  under 
the  Commodity  Distribution  Program.   Payments  for  foster  care  of  dependent, 
neglected,  abandoned,  or  mistreated  children  and  payments  for  day  care 
services  for  working  mothers  are  also  certified  at  the  county  offices. 
All  payments,  except  general  assistance,  are  made  directly  from  the  state 
office  upon  authorization  from  the  county  offices. 

The  following  three  graphs  depict  Montana's  expenditure  trends  in 
the  above  mentioned  categories  of  public  assistance  for  the  ten  years 
ended  June  30,  1970,  utilizing  the  following  program  abbreviations: 
OAA  -  Old  Age  Assistance 
AFDC  -  Aid  to  Families  with  Dependent  Children 
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ANB  -  Aid  to  the  Needy  Blind 

AD  -  Aid  to  the  Disabled 

MA  -  Medical  Assistance 

GA  -  General  Assistance 

GAM  -  General  Assistance-Medical 
In  addition  to  the  economic  assistance  provided,  the  department  also 
administers  a  program  of  social  services  by  which  a  variety  of  essential 
services  is  provided  to  needy  individuals,  families,  and  children  who  are 
unable  to  provide  these  services  for  themselves.   Such  services  include 
child  welfare  services,  family  welfare  services,  adoption  services,  and 
services  for  displaced  children.   Each  of  the  services  provided  is  designed 
to  enable  individuals  to  become  self-supporting  and  to  help  them  with  the 
problems  of  every  day  living.   The  department  also  provides  regulatory 
services  to  insure  that  child  care  facilities  and  private  adoption  agen- 
cies are  operating  within  lawfully  established  standards.  Most  social 
services  are  performed  by  social  workers  at  the  county  departments;  how- 
ever, adoptive  placement  and  the  licensing  of  day  care  facilities  is 
handled  out  of  the  seven  district  offices.   The  state  office  directly 
administers  and  supervises  the  Vocational  Rehabilitation  of  the  Blind 
Program. 

Federal,  state,  and  county  governments  all  share  in  public  assistance 
costs.   The  trend  has  been  for  the  federal  and  state  governments  to  become 
more  involved  in  financing  the  programs.   During  the  1969-70  fiscal  year, 
the  proportionate  shares  of  public  assistance  expenditures  in  the  major 
programs  were  as  follows: 
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Federal   State   County 
Old  Age  Assistance  bk .11%  23.52%  11.76% 

Aid  to  Dependent  Children         dh .12%  23.52%   11.76% 

Aid  to  Nffdy  lUind  M .11%  12.51%      11.76% 

Aid  to  DLsabic-d  bk .11%  LI. 76%   23.52% 

Medical  Assistance  6^.11%  17.64%   17.64% 

Administrative: 

Social  Services  75.00%        25.00% 

Other  Admin.  Exp.  50.00%        50.00% 

General  Assistance  —        —   100.0% 

The  state  department  originally  pays  for  all  state  administrative  expenses 
and  most  county  administrative  expenses.   The  counties  reimburse  the  state 
for  50%  of  the  direct  expenses  of  county  personnel.   However,  upon  reimburse- 
ment from  the  Federal  Government,  the  state  department  retains  the  full  amount 
of  the  federal  reimbursement.   This  results  in  the  counties  paying  for  sub- 
stantially more  than  50%  of  the  administrative  expenses. 

The  Federal  Government  establishes  the  matching  percentage  based  upon 
population  and  per  capita  income.   These  federal  "formula-grants"  in  the  major 
areas  of  assistance  are  "open-ended"  in  the  sense  that  the  total  amount  avail- 
able is  not  designated  in  advance.   The  amount  provided  is  based  on  need  so 
long  as  the  grant  moneys  are  expended  for  the  designated  purposes,  state  and 
local  matching  moneys  are  provided  and  utilized  in  the  required  amounts,  and 
the  programs  are  administered  in  accordance  with  provisions  of  the  State  Plan. 

The  department  also  receives  other  grants  in  specific  amounts  for  selected 
programs. 

THE  "STATE  PLAN" 

In  order  to  obtain  federal  financing,  the  state  must  devise  a  written 
plan  for  providing  the  type  of  assistance  anticipated  under  the  particular 
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federal  formula-grant  program  in  accordance  with  federal  regulations. 
This  plan  is  known  as  the  "State  Plan"  for  the  applicable  assistance 
program.   The  State  Plan  must  be  approved  by  the  Federal  Department  of 
Health,  Education,  and  Welfare,  the  federal  agency  administering  such 
grants,  and  essentially  becomes  the  state's  contract  with  the  Federal 
Government  to  obtain  the  federal  financing. 

STATE  POLICIES  AND  REGULATIONS 

The  state  department  has  established  policies  and  regulations  con- 
sistent with  federal  and  state  laws,  federal  regulations,  and  the  State 
Plan.   These  policies  and  regulations  are  set  forth  in  various  manuals 
for  administrative  purposes.   The  various  manuals  are: 

Economic  Assistance  Manual 

Social  Services  Manual 

Finance  Manual 

Statistics  and  Research  Manual 

Claims  Manual 

Personnel  Administration  Manual 

PERSONNEL 

As  of  June  30,  1970,  the  department  had  613  employees,  473  in  county 
offices  and  140  in  the  state  central  office  and  district  offices.   The 
employees  in  the  county  offices  were  classified  as  follows: 

County  Directors  38 

Eligibility  Technicians  61 

Social  Workers  168 

Homemakers  93 

Clerical  Employees  113 

Total  County  Employees  473 
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of  the  140  employees  at  the  state  level,  66  are  located  in  the  seven 
district  offices  throughout  the  state,  17  work  with  the  visual  services 
program  (Vocational  Rehabilitation  of  the  Blind) ,  and  the  remaining  57 
employees  are  administrative  and  clerical  support  staff  at  the  central 
office  in  Helena. 

As  subsequently  discussed  in  the  report,  the  department  has  con- 
tracted with  various  organizations  and  individuals  to  perform  many  of 
the  necessary  functions  associated  with  administration  of  the  various 
public  assistance  programs. 

PENDING  FEDERAL  PUBLIC  ASSISTANCE  REVISIONS 

The  United  States  Congress  is  presently  contemplating  major  changes 
in  federal  public  assistance  programs.   The  proposals  being  contemplated 
are  widesweeping  and  may  have  a  significant  effect  on  the  amount  of  avail- 
able federal  financial  assistance  and  the  manner  in  which  such  financial 
assistance  is  administered. 

RECENT  COURT  DECISIONS 

A  factor  which  has  recently  resulted  in  increased  public  assistance 
costs  is  an  April  1969  U.  S.  Supreme  Court  decision  which  prohibits  states 
from  imposing  duration  of  residence  requirements  as  a  condition  of  eligi- 
bility in  the  federally  aided  categories  of  assistance.  In  November  1971, 
the  U.  S.  Supreme  Court  extended  the  prohibition  of  the  residency  require- 
ment to  the  General  Assistance  Program  financed  by  the  counties,  reversing 
a  Montana  Supreme  Court  decision. 

The  State  Supreme  Court  has  recently  held  that  the  state  must  pay  for 
general  assistance  until  such  residency  requirements,  which  are  in  Montana 
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Laws  (Sections  71-116,  71-302,  71-402,  71-504,  71-604,  and  71-1202,  R.C.M. 
1947)  are  satisfied.   Personnel  in  the  department  have  estimated  it  will 
cost  the  state  an  additional  $250,000  per  year  for  the  state  to  pay  this 
general  assistance  until  residency  requirements  imposed  by  the  legislature 
are  met. 
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ELIGIBILITY  DETERMINATION 

Eligibility  for  public  assistance  in  Montana,  as  in  other  states,  is 
governed  by  federal  and  state  laws  and  regulations  and  the  State  Plan. 

Determination  of  eligibility  of  applicants  for  public  assistance  is 
left  up  to  the  counties  under  Montana's  system  which  is  county  administered 
and  state  supervised.   The  personnel  involved  in  eligibility  determination 
at  the  county  level  are  known  as  "eligibility  technicians"  and,  other  than 
training  from  the  state  office,  perform  their  job  without  assistance  from 
the  state  office.   Eligibility  technicians  perform  only  a  limited  amount 
of  verification  and  "determine"  eligibility  mostly  from  the  statements  of 
applicants.   In  order  to  obtain  public  assistance,  applicants  complete  a 
preprinted  form  listing  resources  and  other  information  for  consideration 
in  determining  eligibility.   Eligibility  technicians  obtain  additional 
substantiation  or  verification  when  the  applicant's  statements  are  in- 
complete, unclear,  or  inconsistent,  or  where  other  circumstances  in  the 
particular  case  indicate  to  a  prudent  person  that  further  inquiry  should 
be  made,  and  the  individual  cannot  clarify  the  situation.   County  officials 
cite  this  as  the  "prudent  person  principle." 

Actual  verification  procedures  used  by  eligibility  technicians  vary 
from  county  to  county.   Generally,  no  items  are  verified  unless  the  eligi- 
bility technician  has  reason  to  doubt  the  work  statements  made  by  an  appli- 
cant or  recipient.   We  also  noted  various  degrees  of  prudency  due  to  factors 
such  as  caseload  and  difficulty  of  the  verification  procedure.   If  the  case- 
load is  too  heavy  and  there  is  little  time  for  verification  procedures  or 
the  procedure  itself  is  too  complex  or  time-consuming,  it  is  simpler  to 
accept  the  word  of  the  applicant  or  recipient. 
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While  eligibility  is  determined  at  the  county  level,  the  department 
also  enters  into  the  eligibility  process.   For  instance,  the  criteria 
used  by  the  county  offices  in  determining  eligibility  is  set  by  the  de- 
partment.  In  addition,  the  department  carries  out  a  sampling  and  testing 
plan  referred  to  as  "quality  control."  The  department  has  five  employees 
assigned  to  work  with  quality  control,  a  supervisor  and  four  QC  technicians. 
The  supervisor  is  located  in  Helena,  and  the  QC  technicians  are  located  in 
Missoula,  Great  Falls,  Billings,  and  Glasgow. 

This  quality  control  (QC)  program  is  intended  to  operate  as  an  after- 
the-fact  measure  of  the  accuracy  and  decisions  on  eligibility  and  extent 
of  entitlement.   It  is  accomplished  through  the  statistical  selection  of 
sample  cases  for  evaluation  by  the  quality  control  staff.   The  individual 
cases  selected  for  quality  control  review  are  thoroughly  scrutinized  by 
the  technicians  to  the  point  where  eligibility  or  ineligibility  are  posi- 
tively concluded  by  independent  verification.   Each  factor  of  eligibility 
is  substantiated  and  verified  by  examination  of  documentary  evidence. 
Consequently,  the  quality  and  propriety  of  eligibility  determinations 
is  a  product  of  the  combined  efforts  of  the  county  offices  and  the  depart- 
ment.  In  this  regard  our  review  disclosed  four  major  areas  where  the 
determination  of  eligibility  for  public  assistance  is  weak  and  ineffective. 
These  areas  involve  the  application  process,  verification  procedures, 
quality  control  techniques,  and  the  discrepancy  follow-up  system.   Each 
of  these  four  areas  is  discussed  below. 

APPLICATION  PROCESS 

As  previously  mentioned,  the  present  method  of  applying  for  public 
assistance  is  based  upon  declarations  made  by  applicants.   These  declarations 
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are  reflected  on  application  documents  which  are  examined  and  retained 
at  the  county  offices;  that  is,  none  of  the  documents  pertaining  to 
application  and  eligibility  are  transmitted  to  the  department.   Conse- 
quently, the  department  has  no  means  other  than  quality  control  reviews 
at  the  county  level  of  systematically  evaluating  the  manner  and  quality 
of  county  eligibility  determinations.   We  believe  the  absence  of  such  a 
systematic  evaluation  procedure  is  significant  in  view  of  the  fact  that 
expenditures  for  the  Public  Assistance  Program  are  increasing  so  rapidly. 
Any  program  of  this  magnitude  needs,  in  our  opinion,  more  intensive  system- 
atic review  than  can  be  accomplished  by  the  present  system. 

The  need  for  more  systematic  and  intensive  review  is  also  illustrated 
by  the  findings  of  the  quality  control  review  staff.   In  this  regard, 
quality  control  evaluation  of  AFDC  payments  for  April  through  June  1971, 
disclosed  that  48  percent  of  the  errors  resulting  in  ineligible  AFDC 
pajrments  were  made  by  eligibility  personnel  who  failed  to  properly  consider 
certain  data  on  the  application  for  assistance.   A  similar  error  rate  was 
noted  in  the  adult  program  categories  where  50  percent  of  the  errors 
resulted  from  oversight  or  inadequate  consideration  of  application  data 
by  eligibility  technicians. 

We  believe  the  application  process  should  be  revised  in  two  aspects. 
First,  copies  of  applications  acted  upon  by  eligibility  technicians  at 
the  county  level  should  be  transmitted  to  the  department  in  Helena.   As 
it  now  stands,  the  department  does  not  have  the  documents  (i.e.,  appli- 
cations for  public  assistance)  necessary  to  perform  on-going  systematic 
reviews  of  eligibility  determinations.   In  order  to  accomplish  this,  the 
department  now  has  to  visit  each  of  the  counties  involved  and  review  the 
documents  on  site.  We  believe  this  is  inefficient  and  ineffective  in 
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terms  of  a  program  such  as  public  assistance,  which  has  the  dollar  magni- 
tude, uniform  documentation,  and  volume  to  warrant  central  systematic 
review. 

We  also  believe  the  department  should  institute  the  data  processing 
procedures  necessary  to  compile,  tabulate,  and  summarily  evaluate  the  data 
submitted  by  applicants  for  public  assistance.   Initially,  a  program  of 
this  nature  should  include  basic  data  such  as  name  of  the  applicant,  social 
security  number,  type  of  assistance,  and  grant  amounts.   Eventually,  the 
data  included  should  be  expanded  to  include  analytical  information  such 
as  applicant  background,  resources,  and  peculiar  needs.  While  we  realize 
that  a  program  of  this  nature  would  represent  a  significant  change  in 
present  procedures  and  would  involve  some  additional  cost,  we  believe 
the  benefits  to  be  derived  far  exceed  the  additional  costs.   Availability 
of  this  data  would  enable  the  department  to  automatically  and  systematically: 

(1)  Verify  arithmetical  computations  on  applications. 

(2)  Verify  applicant  declarations  by  comparison  on  a  100  percent 
basis  to  other  common  sources  of  income  such  as  employment, 
unemployment  compensation,  and  other  benefits  such  as  social 
security,  veterans'  benefits,  and  workmen's  compensation. 

(3)  Scientifically  select  samples  of  applications  for  evaluation 
of  eligibility  determinations. 

(4)  Provide  a  readily  available  source  of  data  for  compilation 
of  periodic  reports. 

RECOMMEWATION 

We  reaommend  that  the  department: 

1.     Revise  the  appliaation  process  to  provide  for  the 
county  offices  to  send  copies  of  all  applications 
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fov  public  assistance  to  the  department  offices  in 
Helena. 
2.     Institute  the  use  of  data  processing  procedures  to 
Qompile,   tabulate,  and  evaluate  applicant  data. 

VERIFICATION  PROCEDURES 

Besides  measures  such  as  more  restrictive  policies  and  legislation, 
one  of  the  most  effective  means  of  holding  down  soaring  public  assistance 
expenditures  is  to  insure  that  only  those  who  are  eligible  receive  public 
assistance.   In  this  regard,  the  verification  and  substantiation  of  in- 
formation submitted  by  applicants  is  crucial.   The  level  of  expenditures 
under  the  various  assistance  programs  and  determination  of  whether  the 
program  benefits  are  provided  to  only  those  who  need  them  are  directly 
dependent  upon  the  eligibility  of  applicants.   This  eligibility,  in  turn, 
is  directly  dependent  upon  the  reliability  of  the  information  submitted 
by  applicants  for  public  assistance.   This  reliability  can  be  more  positively 
established  by  routine  verification  and  substantiation  of  application  in- 
formation. 

The  need  for  more  reliable  eligibility  information  is  obvious  from  the 
following  statistics  which  depict  the  results  of  quality  control  reviews  in 
Montana  and  adjacent  states  for  the  period  July  through  December  1971. 

Reviews  completed  for  the  states  listed  range  from  55-91%.   For 
Montana,  73%  of  the  reviews  were  completed. 
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Percent  of  Sample  Found  To  Be 


State 


Ineligible 

Cases 

Adult   AFDC 


Over-Pay 
Cases 


Under-Pay 
Cases 


Adult 


AFDC 


Adult 


AFDC 


MONTA^ 

lA 

8.6% 
3.3% 

3.2% 
8.0% 

5.7% 
8.3% 

10.5% 
13.0% 

0.0% 
0.0% 

0.8% 

State 

"A" 

4.7% 

State 

"B" 

4.4% 

11.6% 

2.2% 

7.0% 

0.0% 

2.3% 

State 

"C" 

6.3% 

4.0% 

8.1% 

14.0% 

2.1% 

7.6% 

State 

"D" 

6.9% 

3.2% 

13.8% 

23.6% 

0.8% 

5.9% 

Source:   HEW  Quality  Control  Comparative  Report  -  July  through 
December  1971. 


The  importance  of  maintaining  a  low  error  rate  is  best  illustrated 
in  terms  of  the  total  dollars  spent  for  grants  and  medical  assistance 
provided  to  recipients  which  approximated  $21  million  in  Montana  for 
fiscal  year  1970-71. 

The  Federal  Government  has  established  as  acceptable  a  tolerance 
level  of  3%  for  ineligible  cases  and  5%  for  overpay/underpay  cases. 

Comparison  of  the  foregoing  statistics  shows  that  while  Montana  has 
a  low  ineligibility  rate  in  the  AFDC  Program,  Montana  also  has  the  highest 
ineligibility  rate  in  the  adult  programs  (i.e.,  OAA,  AD,  and  ANB) .   We 
believe  this  indicates  a  need  for  more  thorough  verification  of  eligibility. 

The  eligibility  problem  illustrated  by  the  quality  control  sampling 
process  was  generally  substantiated  by  our  audit  tests  at  the  department 
and  county  level.   We  found  that  overpayments  and  ineligible  payments 
exist,  to  a  certain  degree,  in  every  major  program  of  public  assistance 
administered  by  the  department.   Those  problems  pertaining  to  the  Medical 
Assistance  Program  are  discussed  in  a  separate  section  of  this  report. 
In  the  AFDC  Program,  we  found  numerous  instances  where  the  investigation 
or  verification  of  applicant  data  was  incomplete  or  inadequate,  resulting 
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in  ineligible  or  excessive  public  assistance  grants.  The  following 
examples  illustrate  the  type  of  cases  in  which  we  believe  a  more  thor- 
ough investigation  and  verification  process  would  have  disclosed  the 
problem. 

1.  An  AFDC  mother  failed  to  disclose  that  she  was  married 
when  she  originally  made  application  for  assistance  in 
1968.   Routine  reevaluation  by  the  department  in  1971 
disclosed  the  marriage  and  the  fact  the  ineligible 
AFDC  payments  of  $5,162  had  been  made. 

2.  A  family  of  five  (including  father,  mother,  and  three 
children)  were  granted  AFDC  assistance  on  the  basis  that 
the  father  was  temporarily  disabled  and  was  receiving  no 
income.   Our  inquiry  disclosed  that  as  a  result  of  his 
temporary  disability,  the  father  was  receiving  injury 
benefits  from  the  state  industrial  accident  fund.   Because 
this  information  was  not  disclosed,  the  family  received 
AFDC  in  addition  to  $2,550  in  injury  benefits  which  would 
have  reduced  or  eliminated  the  need  for  AFDC. 

3.  An  employed  AFDC  mother  excluded  $287  of  her  income  from 
her  application.   She  indicated  she  wanted  the  additional 
money  for  her  house.   Exclusion  of  this  income  increased 
the  amount  of  AFDC  assistance. 

4.  An  employed  AFDC  mother  failed  to  report  a  $215  income 
tax  refund  as  a  resource.   She  indicated  she  did  not 
know  that  it  constituted  a  resource  affecting  eligibility 
for  AFDC.   Such  refunds  were  also  received  by  numerous 
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other  AFDC  families,  yet  no  adjustment  of  the  AFDC  pay- 
ments were  made  when,  under  department  regulations,  the 
monthly  AFDC  payment  should  have  been  reduced  by  the 
amount  of  the  refunds. 

5.  Another  AFDC  mother  received  a  shelter  allowance  of  $50 
per  month  for  shelter  that  was  provided  free  of  charge 
by  her  parents.   Although  the  circumstances  were  not 
disclosed  on  the  application  for  AFDC,  they  were  sub- 
sequently discovered  by  the  department  and  repayment 

of  the  ineligible  assistance  is  being  made  by  the  re- 
cipient. 

6.  In  another  instance,  an  AFDC  mother  received  financial 
assistance  from  the  father  of  her  children  for  four  years 
while  also  receiving  AFDC.   The  existence  of  this  addi- 
tional financial  assistance  was  not  reported  and ,  as  a 
result,  an  estimated  $6,000  in  ineligible  AFDC  payments 
were  made  during  the  four-year  period. 

Discussions  with  department  personnel  at  both  the  state  and  county 
levels  disclosed  that  apparent  inadequacies  in  the  investigation  and 
verification  of  applicant  information  could  be  attributed  to  three 
factors:   heavy  caseloads  at  the  county  level,  emphasis  on  social 
services  rather  than  investigation,  and  shortcomings  in  the  application 
and  reevaluation  procedures. 

While  the  foregoing  represent  individual  cases,  we  also  noted  a 
general  failure  of  eligibility  technicians  to  consider  common  sources  of 
income,  such  as  workmen's  compensation  and  unemployment  compensation  bene- 
fits, social  security  and  vocational  rehabilitation  benefits,  and  other 
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sources  of  income.   In  many  cases  information  and  data  on  the  recipients 
of  these  benefits  and  income  are  readily  available  from  the  state  and 
federal  agencies  which  oversee  the  various  programs.   Irrespective  of 
this,  none  of  the  foregoing  data  is  routinely  considered  in  determining 
eligibility  for  public  assistance.   Yet,  unreported  income  is  one  of  the 
major  factors  causing  either  overpayments  or  payments  to  ineligible  re- 
cipients.  For  instance,  recent  quality  control  tests  disclose  that  32% 
of  the  cases  involving  overpayments  and  ineligible  recipients  resulted 
from  unreported  income.   A  recent  review  of  fraud  cases  in  another  state 
disclosed  that  over  50%  of  the  cases  resulted  from  unreported  income. 
Consequently,  income  which  may  obviate  or  reduce  eligibility  for  public 
assistance  needs  to  be  but  is  not  currently  being  considered,  as  illus- 
trated by  the  following  examples : 
Workmen's  Compensation  Benefits 

Workmen's  compensation  benefits  paid  by  the  State  Department  of  Labor 
as  a  result  of  industrial  injuries  reduce  an  assistance  grant  dollar  for 
dollar.   For  example,  a  family  of  two  adults  (husband  on  Aid  to  Disabled 
and  wife  on  Aid  to  Dependent  Children)  and  three  children  would  qualify 
for  an  assistance  grant  of  $251  per  month.   If  the  husband  were  disabled 
because  of  a  job-connected  injury  and  was  receiving  $60  per  week  for 
workmen's  compensation,  he  would  be  ineligible  for  an  assistance  payment 
because  his  workmen's  compensation  benefits  of  $260  per  month  ($60  x  52 
weeks  ■^  12  months)  would  exceed  the  assistance  grant  eligibility  of  $251. 

As  a  means  of  testing  the  potential  impact  of  workmen's  compensation 
payments  to  public  assistance  recipients,  we  compared  Aid  to  Disabled 
assistance  rolls  for  two  of  the  larger  counties  in  the  state  on  a  limited 
test  basis  against  the  records  of  the  Workmen's  Compensation  Division  of 
the  State  Department  of  Labor.   This  comparison  disclosed  eight  instances 
where  workmen's  compensation  benefits  were  paid  and  not  considered  as 
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resources  for  the  purpose  of  computing  the  assistance  grants.   In  six 
of  these  cases  the  amounts  improperly  paid  due  to  a  lack  of  knowledge 
of  workmen's  compensation  benefits  amounted  to  $3,342,  plus  $113  in 
medical  services  rendered  when  the  recipients  were  ineligible  for  such 
services. 

In  another  case  we  found  that  the  presence  of  workmen's  compensation 
benefits  had  been  missed  during  a  quality  control  review  and  was  not 
acknowledged  by  the  recipient.   We  noted  the  payment  of  these  benefits 
during  our  test  and  found  that  the  recipient  had  received  $260  per  month 
in  workmen's  compensation  benefits  for  six  months  and  $239  per  month  for 
five  months  until  a  settlement  of  approximately  $7,000  was  made.   As  a 
result,  this  recipient  received  $2,960  in  improperly  paid  public  assist- 
ance moneys. 

Information  regarding  payments  of  workmen's  compensation  such  as 
those  referred  to  above  is  available  in  the  state's  centralized  data 
processing  system  and  can  be  retrieved  in  cooperation  with  the  State 
Department  of  Labor  through  use  of  social  security  numbers. 
Unemployment  Compensation  and  Wage  Information 

The  Employment  Security  Division  of  the  State  Department  of  Labor 
administers  the  pajmient  of  unemployment  benefits,  collects  employer  con- 
tributions for  unemployment  insurance,  and  receives  reports  of  wages  of 
all  persons  covered  by  unemployment  insurance.   Payments  of  unemplojnnent 
compensation  are  a  resource  for  the  calculation  of  public  assistance 
grants  and  reduce  the  grants  on  a  dollar  for  dollar  basis.   In  many  cases 
the  receipt  of  unemployment  compensation  could  result  in  ineligibility 
for  public  assistance. 
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In  order  to  determine  whether  public  assistance  recipients  were 
receiving  wages  or  unemplojrment  compensation  which  was  not  disclosed  to 
the  department,  we  made  a  comparison  on  a  test  basis  of  the  Employment 
Security  Division's  information  with  assistance  payments  in  two  of  the 
more  populous  counties  in  the  state  covering  the  three-month  period 
July  to  September  1971.   Our  test  included  20.35  percent  of  all  recipients 
in  the  AD  and  AFDC  categories  during  the  period. 

Our  test  disclosed  14  instances  where  recipients  received  unemployment 
compensation  but  did  not  report  this  resource  to  the  department,  result- 
ing in  improper  assistance  payments  of  $3,182  for  the  three-month  period. 
In  five  of  the  14  cases,  wages  were  considered  in  computing  the  grant 
when  the  recipients  were  employed,  but  when  they  became  unemployed,  there 
is  no  indication  in  the  case  files  that  the  question  of  unemployment 
compensation  was  raised  by  the  eligibility  technician.   In  two  of  the 
cases  the  recipient  was  subsequently  identified  by  the  county  office  as 
not  reporting  the  unemployment  compensation;  however,  in  only  one  of 
these  cases  was  the  recipient  asked  to  repay  the  amount  improperly  received, 
In  this  case  the  recipient  had  received  $991  in  improper  AFDC  pajmients 
since  she  first  received  the  unemployment  compensation.   Repayment  efforts 
were  later  dropped,  however,  when  the  social  services  supervisor  in  the 
county  office  decided  that  the  recipient  had  no  means  to  make  repayment. 
In  the  other  case  the  unemployment  compensation  benefits  were  included 
in  figuring  future  grants  and  the  records  do  not  indicate  that  the  ques- 
tion arose  as  to  how  long  the  recipient  had  been  receiving  such  payments. 

County  offices  rely  upon  recipients  to  disclose  any  wages  earned  for 
consideration  in  computing  public  assistance  grants.   Wages  are  a  basic 
resource  in  the  computation  of  public  assistance  grants. 
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To  determine  if  there  is  a  failure  on  the  part  of  some  applicants 
or  recipients  to  report  wage  information  we  compared  the  department's 
records  with  the  information  of  the  Employment  Security  Division  for 
the  same  two  counties  and  for  the  same  period  (July,  August,  and  Sep- 
tember 1971)  as  tested  for  unemployment  compensation.   This  period 
coincided  with  an  industrial  strike  in  one  of  our  test  counties,  in 
which  a  substantial  number  of  those  on  strike  were  provided  with  general 
assistance  benefits.   Accordingly,  we  included  general  assistance  payments 
of  that  county  in  our  test  in  addition  to  AD  and  AFDC  program  payments. 

We  found  in  our  test  encompassing  1,389  AD  and  AFDC  recipients  that 
55  did  not  report  their  correct  wages.   Of  this  number,  42  reported  no 
wage  earnings  at  all  even  though  some  wages  were  earned. 

To  determine  the  dollar  effect  of  this  failure  to  report  earnings, 
we  adjusted  the  payments  for  basic  disregards  and  found  that  during  the 
quarter  ended  September  30,  1971,  the  department  paid  $11,119  in  excess- 
ive grants  to  the  55  recipients  who  failed  to  report  correct  wages.   If 
the  sample  is  representative  of  the  total  number  of  recipients  and  other 
times  of  the  year,  conservative  projections  of  the  sample  results  to  the 
total  number  of  recipients  in  the  categories  tested  results  in  $54,639 
being  expended  improperly  during  that  quarter,  and  $218,556  during  the 
fiscal  year,  solely  because  this  one  resource  was  not  considered  by  the 
department  in  determining  eligibility  for  public  assistance. 

Our  test  relative  to  general  assistance  provided  to  those  on  strike 
during  the  quarter  ended  September  30,  1971,  consisted  of  83  recipients 
who  earned  more  than  $350  during  the  quarter  or  worked  at  more  than  one 
job.  We  found  that  51  of  the  83  did  not  properly  report  their  wages 
during  the  period  in  which  they  drew  the  general  assistance  and,  using 
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this  information,  we  calculated  that  the  county  expended  $5,895  improperly 
for  general  assistance  during  the  two-month  period  of  the  strike  for  which 
wage  information  was  available.   The  total  cost  of  general  assistance  paid 
to  those  on  strike  was  in  excess  of  $120,000  during  the  current  fiscal  year, 
Our  test  indicates  that  a  portion  of  this  cost  could  have  been  avoided  if 
the  recipient  wages  had  been  properly  considered  in  determining  eligibility. 

As  was  the  case  with  workmen's  compensation  discussed  previously, 
information  and  data  on  wages  and  unemployment  compensation  is  available 
in  data  processing  foirm  and  can  be  retrieved  through  the  use  of  social 
security  numbers. 

We  also  found  that  vocational  rehabilitation  payments  and  social 
security  payments  are  often  received  by  public  assistance  recipients  and, 
consequently,  have  a  bearing  on  eligibility  for  public  assistance.   How- 
ever, there  is  no  routine  system  used  by  the  department  to  insure  that 
payments  from  these  sources  are  considered  in  determining  eligibility. 
In  the  case  of  vocational  rehabilitation  payments,  we  were  informed  that 
recipients  of  such  assistance  were  identified  in  the  state  data  processing 
system  by  social  security  number  and  that  state  officials  responsible  for 
administration  of  that  program  would  welcome  a  means  of  comparing  recipient 
data  with  the  public  assistance  programs.   With  respect  to  social  security 
payments,  the  department  is  presently  provided  with  information  on  re- 
cipients of  such  benefits;  however,  no  routine  procedure  exists  to  utilize 
such  information  in  the  public  assistance  programs. 

In  view  of  the  substantial  problem  of  ineligibility  and  overpayments 
citfd  in  the  foregoing  paragraphs,  positive  and  constructive  measures  are 
warranted.   We  believe  the  most  realistic  and  effective  solution  to  the 
problem  of  ineligibility  and  overpayments  is  centered  around  a  previous 
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recommendation.   As  previously  stated,  wc  believe  the  department  should 
receive  copies  of  all  applications  representing  eligibility  determinations 
at  the  county  level  and  that  data  from  these  applications  should  be  entered 
into  a  data  processing  system.   In  conjunction  with  this,  we  believe  the 
department  should  routinely  obtain  payment  information  from  other  state 
and  federal  agencies,  such  as  the  State  Department  of  Labor  and  Federal 
Social  Security  Administration,  and  merge  this  information  with  public 
assistance  data  to  identify  those  instances  where  unreported  income  exists. 
This  could  be  accomplished  through  the  cooperation  of  state  and  federal 
agencies  and  the  use  of  social  security  numbers  as  a  common  denominator 
to  all  programs.   A  program  of  this  nature  is  not  unprecedented.   The 
Federal  and  State  Government  presently  exchange  tax  information  for  the 
benefit  of  both  in  enforcing  the  tax  laws.   In  addition,  the  Federal 
Social  Security  Administration  already  provides  the  department  with 
payment  information  on  social  security  recipients,  which  is  useful  only 
on  a  centralized  basis  because  of  its  volume  and  frequency. 

Use  of  data  processing  would  not  only  provide  the  department  with 
a  comprehensive  and  continuous  means  of  verifying  eligibility  in  addition 
to  quality  control,  but  would  also  serve  to  point  out  in  a  timely  manner 
weaknesses  in  the  application  of  eligibility  policies  and  procedures  at 
the  county  level.   The  maintenance  of  data  processing  information  on 
eligibility  at  the  department  level  would  also  provide  a  ready  source 
of  information  for  purposes  of  sampling  and  reporting. 

RECOMMENDATION 

We  recommend  that  the  department  establish  data  processing  procedures 
to  merge  recipient  data  with  income  information  from  other  sources 
on  the  basis  of  social  security  numbers  and  verify  eligibility 
determinations  on  a  continuing  and  comprehensive  basis. 
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QUALITY  CONTROL  REVI1':W  TECHNIQUES 

In  most  of  the  foregoing  examples  relating  to  quality  control  pro- 
jections, we  have  utilized  the  results  of  the  department's  quality  control 
section  (QC)  sampling  in  making  the  projections.   Based  on  our  review  of 
the  QC  area,  however,  we  believe  the  results  of  the  QC  sampling  may  be 
conservative. 

In  our  review  of  the  interview  and  working  techniques  employed  by 
the  QC  technicians,  we  noted  that  it  is  customary  to  obtain  verification 
of  data  by  telephone  calls  rather  than  by  actual  document  verification, 
and  that  the  technicians  did  not  always  verify  that  the  children  were 
still  living  in  an  AFDC  home  or  whether  the  recipient  was  working.   Re- 
cipient interviews  are  often  brief  and  essential  questions,  i.e.,  outside 
Income,  divorce  data,  and  location,  are  omitted.   In  one  case,  for  example, 
we  noted  that  a  QC  technician  had  reviewed  and  found  no  errors.   We  sub- 
sequently determined,  however,  that  the  recipient  had  received  approximately 
$3,000  in  overpayments  due  to  a  resource  which  should  have  been  but  was 
not  discovered  by  the  QC  technician. 

A  report  on  welfare  eligibility  in  another  state,  issued  by  a  certi- 
fied public  accounting  firm,  commented  on  the  need  for  complete  reviews 
by  QC  technicians  in  their  gathering  of  essential  data  for  eligibility 
determination.   This  report  included  a  recommendation  to  emphasize  field 
investigation  techniques  to  ascertain  all  pertinent  facts  in  a  given  case. 

We  also  believe  that  field  investigation  techniques  need  to  be  empha- 
sized by  the  department,  including  intensive  training  effort,  work  standards, 
and  performance  guidelines  in  order  that  the  pertinent  data  will  be  obtained 
by  the  QC  technicians. 
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RECOMMENDATION 

We  reaommend  that  the  department  institute  training  in  field 
investigation  and  review  techniques  for  quality  control  tech- 
nicians,  and  establish  work  standards  and  performance  guide- 
lines. 

DISCREPANCY  FOLLOWUP  SYSTEM 

Federal  regulations  (Federal  Public  Assistance  Handbook,  Part  4, 
Section  551A)  are  specific  in  stipulating  that  federal  accounts  are  to 
be  adjusted  when  overpayments  of  public  assistance  are  found,  whether 
or  not  such  overpayments  are  recovered.   In  this  regard,  the  federal 
regulations  (Title  45  CFR,  Part  233.110)  also  require  the  state  to 
establish  and  maintain  effective  methods  for  determining  eligibility 
and  identifying  situations  in  which  a  question  of  fraud  may  exist. 

Similarly,  state  laws  and  regulations  require  complete  and  accurate 
information  with  respect  to  applications  for  public  assistance  and  stipu- 
late that  false  and  fraudulent  statements  are  a  misdemeanor.   Consequently, 
follow-up  and  resolution  of  ineligible  and  overpayment  cases  is  dictated 
by  both  federal  and  state  criteria. 

Irrespective  of  the  foregoing  requirements,  the  department's  procedures 
to  insure  compliance  with  eligibility  rules  and  regulations  are  deficient, 
as  discussed  above,  and  little  is  being  done  by  the  department  to  effectively 
resolve  those  instances  where  ineligible  recipients  are  determined.   Action 
taken,  if  any,  generally  constitutes  a  mild  chastisement  of  recipients  and 
an  appropriate  reduction  in  the  grant  commencing  with  the  next  assistance 
payment.   Occasionally,  repayment  of  overpayments  is  requested,  but  repay- 
ment efforts  are  usually  dropped  because  it  is  determined  repayment  would  be 
too  much  of  a  hardship  on  a  recipient. 
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We  believe  the  lack,  of  positive  action  by  the  department  may  also 
foster  erroneous  payments  to  recipients  in  that  they  have  no  fear  of 
being  prosecuted  even  if  found  to  have  made  misstatements  on  applications 
for  public  assistance.   For  example,  we  noted  one  case  where  information 
in  the  case  file  indicated  the  recipient  had  stated  that  she  wondered  how 
long  it  would  take  the  department  to  find  out  that  she  was  working.   In 
making  inquiries  to  quality  control  personnel  regarding  "fraud"  cases,  we 
were  informed  that,  though  there  is  no  written  policy  on  the  matter,  it 
is  the  policy  to  send  potential  fraud  cases  to  county  attorneys  only  if 
the  overpayment  amounts  to  over  three  times  the  amount  of  the  monthly 
grant  to  the  recipient.   This  policy  is  not  consistent  with  state  law 
provisions. 

As  previously  discussed,  the  public  assistance  program  is  basically 
designed  to  function  on  a  declaration  system  whereby  the  applicant's 
certification  is  accepted  in  the  determination  of  need  for  public  assist- 
ance.  The  inherent  nature  of  this  approach  requires  that  specific  measures 
be  taken  to  preclude  abuse  of  the  system.   The  fact  that  the  system  is 
being  abused  and  the  department's  procedures  are  not  sufficiently  effective 
is  evident  based  upon  the  previously  quoted  statistics  developed  by  the  de- 
partment's quality  control  section  and  our  tests.   Because  of  this,  we  be- 
lieve strong  action  should  be  taken  by  the  department  to  remedy  the  existing 
problem.   In  this  regard  we  believe  the  following  measures  should  be  taken 
in  conjunction  with  previous  recommendations  for  continuous  and  compre- 
hensive eligibility  evaluations: 

1.  Automatic  notification  of  suspension  and  removal  of 
recipients  from  further  public  assistance  upon  the 
discovery  of  erroneous,  misleading,  or  incomplete 
eligibility  information. 

-39- 


2.  Denial  of  the  declaration  privilege  to  those  who  provide 
erroneous,  misleading,  or  incomplete  eligibility  informa- 
tion and  reinstatement  in  the  program  only  upon  100  percent 
verification  of  all  eligibility  information. 

3.  Creation  of  a  special  staff  unit  at  the  department  level 
to  undertake  a  concentrated  effort  with  respect  to: 

A.  Further  investigation  of  those  cases  where  ineligi- 
bility or  overpayments  have  been  identified. 

B.  Resolution  and  furtherance  of  prosecution  in  those 
cases  where  fraud  has  been  identified. 

C.  Determination  and  follow-up  of  dollar  recoveries 
resulting  from  ineligibility  and  overpayments. 

D.  Maintenance  of  complete  records  as  to  the  disposi- 
tion of  ineligible  and  overpayment  cases. 

4.  Preparation  of  reports  to  the  Legislative  Assembly  each 
session  with  respect  to: 

A.  The  results  of  eligibility  verification  procedures. 

B.  Weaknesses  in  the  public  assistance  programs. 

C.  Areas  where  corrective  legislation  is  needed. 
Implementation  of  the  foregoing  measures  is  necessary,  in  our  opinion, 

to  prevent  abuse  of  the  public  assistance  programs  and  insure  that  federal, 
state,  and  county  money  expended  is  used  for  the  benefit  of  those  recipients 
who  need  it. 

RECOMMENDATION 

We  reaommend  that  the  department: 

1.     Establish  a  policy  of  automatic  notification  of  suspension 
and  removal  of  recipients  who  submit  erroneous^  misleading, 
or  incomplete  eligibility  information. 
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2.  Deny  dealaration  privileges  to  those  recipients  who 
submit  erroneous  J  misleading ^   or  incomplete  eligibility 
information  and  allow  reinstatement  only  upon  100  percent 
verification  of  all  eligibility  information. 

3.  Create  a  special  staff  unit  to  undertake  investigations ^ 
resolution^  prosecution^  and  recovery  in  those  oases 
where  ineligible  or  overpayments  have  been  made. 

4.  Prepare  and  submit  reports  to  the  Legislative  Assembly 
on  the  results  of  eligibility  verification  procedures, 
weaknesses  in  the  public  assistance  programs,  and  needed 
corrective  legislation. 

REGISTRATION  FOR  EMPLOYMENT 

House  Bill  No.  23,  Extraordinary  Session  II,  states  in  part, 

"No  funds  appropriated  for  public  welfare  under  this  act  may 
be  dispersed  until  the  state  board  of  public  welfare  shall 
establish  regulations  .  .  .  that  require  able-bodied  recipients 
of  public  welfare  to  make  every  reasonable  effort  to  seek  gain- 
ful employment  including  registration  for  employment  with  the 
Montana  Employment  Security  Commission." 

This  bill  became  effective  July  1,  1971.   The  department  did  not 
issue  regulations  to  fully  implement  this  statutory  requirement  until 
March  1972.   The  regulations  issued  consisted  of  an  addition  to  the 
Economic  Assistance  Manual,  requiring  registration  for  employment  by 
all  able-bodied  persons  between  the  ages  of  18  and  65.   As  a  result  of 
this  lengthy  delay  in  implementing  the  statutory  requirement,  information 
is  not  yet  available  to  evaluate  its  effect. 

Prior  to  these  regulations,  the  only  action  that  had  been  taken  was 
that  the  board  acknowledged  the  above  legislative  mandate  in  its  board 
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minutes  when  it  adopted  as  board  policy  on  October  1,  1971,  the  following: 

"It  is  mandatory  that  all  able-bodied  recipients  of  welfare 
payments  be  registered  with  the  Employment  Security  Commission." 

The  department  subsequently  included  in  its  food  stamp  manual  pro- 
visions, effective  January  1972,  to  register  all  applicants  who  apply  for 
food  stamps  with  the  Employment  Security  Division.   The  department  decided 
to  use  the  food  stamp  program  to  register  recipients  because  most  of  the 
recipients  of  public  assistance  who  would  be  able  to  work  are  receiving 
food  stamps. 

The  department  personnel  informed  us  that  work  registration  should 
be  complete  in  July  1972.   However,  discussion  with  the  personnel  of  one 
large  county  indicates  that  although  non-assistance  food  stamp  applicants 
are  being  registered  for  employment,  the  categorical  assistance  recipients 
are  not,  nor  are  there  any  immediate  plans  to  do  so. 

As  there  appears  to  be  a  communication  problem  between  the  department 
and  counties,  we  believe  the  department  should  take  action  to  insure  that 
those  recipients  meeting  the  requirements  for  employment  reg^istration  are 
registered,  and  pursue  employment  opportunities  made  available  to  them. 

RECOMMENDATION 

We  recommend  that  the  department  establish  procedures  to  insure 
that  regulations  concerning  registration  of  public  assistance 
recipients  with  the  State  Employment  Security  Division  are 
properly  administered. 
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MEDICAL  ASSISTANCE 

The  Medical  Assistance  Program,  also  known  as  "Medicaid,"  is  a  grant- 
in-aid  program  In  which  the  federal,  state,  and  county  governments  share 
the  costs  of  medical  care  for  the  needy.   The  program  is  authorized  by 
Title  XIX  of  the  Federal  Social  Security  Act,  which  was  signed  into  law 
in  1964,  and  substantially  amended  in  1967.  Prior  to  1965,  the  counties 
financed  medical  assistance  costs  from  their  county  poor  funds. 

The  program  provides  for  payment  of  medical  costs  of  those  indivi- 
duals eligible  for  assistance  under  one  of  the  four  basic  categorical 
programs — Old  Age  Assistance,  Aid  to  the  Needy  Blind,  Aid  to  Families 
with  Dependent  Children,  and  Aid  to  the  Disabled.   In  addition,  indivi- 
duals in  need  of  medical  care  who  are  not  on  one  of  the  categorical  pro- 
grams because  they  have  maintenance  income  or  a  similar  reason,  are 
eligible  for  medical  assistance  if  they  meet  the  other  basic  requirements 
for  assistance. 

In  1966,  Title  XVIII  of  the  Federal  Social  Security  Act  became  effective. 
This  provided  for  the  Federal  Medicare  Program.   Under  this  program,  basic 
hospitalization  services  provided  to  enrolled  individuals  over  65  years 
of  age  are  paid  for  by  the  Federal  Government.   In  addition,  for  a  relatively 
small  monthly  premium,  other  medical  needs  are  paid  to  the  extent  of  80% 
for  the  medicare  enrollee.   The  department  pays  the  supplemental  medicare 
premium  of  $5.60  per  month  for  each  public  assistance  recipient  over  65 
years  of  age.  This  has  the  effect  of  limiting  medical  costs  to  the  Medical 
Assistance  Program  for  these  recipients  to  20%  of  the  cost  beyond  basic 
hospitalization  services. 

The  Medical  Assistance  Program  provides  for  the  following  medical 
services:  Hospital  Services,  Nursing  Home  Care,  Physicians'  Services, 
Dental  Services,  Laboratory  and  Radiological  Services,  Home  Health  Services, 
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Prescribed  Drugs,  Transportation,  and  Miscellaneous  Other  Services.   In 
the  State  Plan  for  Medical  Assistance,  the  department  has  voluntarily 
established  limitations  on  inpatient  hospital  care  to  14  days  per  year 
for  each  recipient.   The  State  Plan  similarly  provides  that  prescribed 
drug  payments  are  limited  to  $15  per  month  per  recipient.  The  following 
schedule  shows  the  cost  of  each  type  of  service  as  recorded  in  the  depart- 
ments' records  for  the  last  four  years: 

Type  of  Service        1967-68      1968-69      1969-70      1970-71 
Inpatient  Hospital     $  883,956   $1,402,077   $1,852,511   $  2,652,505 

Outpatient  Hospital 

Services  56,883      100,671      135,788      192,259 

Nursing  Home  Care       2,920,032    3,971,197    4,512,294     5,222,973 

Physicians'  Services      892,766    1,274,721    1,512,253     1,955,515 

Dental  Services  158,756      370,746      468,490       563,985 

Other  Practitioners' 

Services  124,689      165,365      228,039      289,710 

Prescribed  Drugs         509,590      676,516      785,700      952,127 

Medicare  Premiums         158,105      182,228      194,932       303,770 

Other  91.159      128.950      166.311      352.055 

Total  $5.795.936   $8.272.471   $9.856.318   $12.484.899 

The  department  has  contracted  with  a  firm  specializing  in  work  with 

medical  records  to  act  as  the  department's  medical  administrator.   In  this 

capacity,  the  administrator  is  responsible  for  utilizing  its  expertise  to 

determine  the  proper  disposition  of  billings  for  services  to  the  Medical 

Assistance  Program.   The  department  also  contracts  with  a  physician,  dentist, 

and  other  specialists  to  provide  technical  evaluations  on  a  consulting  basis. 

The  department  provides  the  medical  administrator  with  all  claims  for  medical 

assistance  for  eligible  recipients.   The  medical  administrator  reviews  the 
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claims  for  reasonable  rate  of  fee,  type  of  service  rendered,  and  for 
duplicate  billings.   Questionable  billings  are  referred  to  the  department's 
medical  consultants  for  review  and  evaluation.  Upon  approval,  the  medical 
administrator  prepares  checks  payable  from  the  department's  account  to  the 
vendors  and  the  checks  are  sent  to  the  department  for  signature  and  dis- 
tribution. The  administrator  has  other  related  contractual  duties  that 
are  discussed  further  in  this  section. 
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NURSING  HOME  SERVICES 

Nursing  home  services  are  provided  by  the  department  as  a  part  of 
the  Medical  Assistance  Program  in  conjunction  with  the  Federal  Medicaid 
Program.   For  the  most  part,  the  services  provided  consist  of  skilled  or 
intermediate  nursing  care  administered  in  public  or  private  nursing  homes 
around  the  state.   Although  skilled  and  intermediate  nursing  differ  in 
numerous  technical  aspects,  the  major  difference  between  the  two  is  the 
frequency  of  nursing  attention  required.   In  the  case  of  skilled  nursing 
care,  24-hour  attention  is  necessary,  while  intermediate  nursing  care 
requires  less  than  24-hour  attention. 

The  following  information  reflects  summary  statistics  relative  to 
nursing  home  services  provided  by  the  department  for  the  1969-70  fiscal 
year: 

Cost  of  Services  Provided: 


Skilled  Nursing  Home  Care       (79%) 
Intermediate  Nursing  Home  Care  (21%) 
Total  (100%) 

Source  of  Financing; 

Federal  Funds  (64.72%) 

State  Funds  (17.64%) 

County  Funds  (17.64%) 

Total  (100.0%) 

Nursing  Homes  at  June  30.  1970: 
Licensed  to  Participate 
Participating 


$3,570,865 

941.429 

$4.512.294 

$2,920,357 
795,968 
795.969 

$4.512.294 
Number 
23 
73 
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Nursing  Care  Recipients  at  June  30.  1970;  Number 

Skilled  Nursing  Care  808 

Intermediate  Nursing  Care  545 

Total  1.353 

To  participate  in  the  Medical  Assistance  Program,  nursing  homes  must 
meet  state  and  federal  requirements.   The  State  Department  of  Health  and 
Environmental  Sciences  annually  inspects  and  licenses  nursing  homes  for 
the  purposes  of  assuring  satisfactory  sanitation  and  safety  conditions. 
While  the  department  is  also  concerned  with  sanitation  and  safety  in 
nursing  homes,  its  primary  interest  is  the  regulation  of  the  nursing 
homes  insofar  as  the  level  of  nursing  care,  rates,  fees,  and  charges 
are  concerned. 

Our  review  of  nursing  home  services  was  confined  to  those  matters 
which  pertain  to  the  Medical  Assistance  Program.   In  this  regard  we  visited 
and  examined  21  nursing  care  facilities  in  13  cities  and  towns. 

Our  comments  and  recommendations  relating  to  our  findings  in  this 
review  are  set  forth  in  the  following  comments.  In  many  instances,  we 
cite  situations  where  federal  regulations  are  not  being  adhered  to.  In 
these  instances  we  are  recommending  that  the  prescribed  regulations  be 
complied  with.  If  the  department  management  believes  the  current  pro- 
visions of  certain  of  the  regulations  are  not  appropriate,  they  should 
seek  changes  in  the  provisions. 
Utilization  Reviews 

Utilization  reviews  are  basically  a  peer  group  review  of  the  pro- 
fessional services  being  given  medical  assistance  recipients  in  nursing 
homes.  The  purpose  of  these  reviews  is  to  review  and  reevaluate  the 
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level  of  recipient  care  to:   (1)  determine  whether  continued  care  at 
the  existing  level  is  necessary  or  whether  a  change  in  the  level  of  care 
is  needed;  (2)  determine  whether  the  services  actually  rendered  are 
adequate  and  responsive  to  the  recipients'  needs;  and  (3)  whether  a 
change  to  other  living  arrangements  or  other  institutional  facilities 
is  warranted. 

Utilization  reviews  are  required  by  both  federal  and  state  regula- 
tions which  prescribe  the  frequency  and  nature  of  the  reviews.  Under 
the  regulations,  the  reviews  can  be  made  by  a  utilization  review  team 
from  the  department,  or  by  a  utilization  review  committee  from  either 
the  county  or  nursing  home.  In  this  regard,  our  evaluation  of  utiliza- 
tion reviews  disclosed  a  number  of  deficiencies  in  the  application  of 
the  utilization  review  process  as  follows: 

1.   Utilization  reviews  are  often  not  performed  as 
frequently  as  required.   Both  federal  and  state 
regulations  specify  that  utilization  reviews  must 
be  made  for  each  recipient  every  three  months  by 
either  the  departmental  team  or  the  utilization 
review  committees  from  the  county  or  nursing  home. 
As  a  matter  of  practice,  however,  utilization 
reviews  are  not  being  made  every  three  months 
for  each  recipient,  but  rather  are  either  not 
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being  made,  or  are  being  made  on  a  haphazard  basis. 
As  a  consequence,  the  periodic  peer  group  evaluation 
intended  by  the  federal  and  state  regulations  is  not 
being  attained. 

2.  Nursing  care  facilities  are  notified  of  impending 
utilization  reviews.   It  appears  to  be  a  matter  of 
practice  to  notify  nursing  care  facilities  of  utili- 
zation reviews  well  in  advance  of  such  reviews .   We 
noted  instances,  for  example,  where  nursing  homes 
were  advised  of  impending  utilization  reviews  as 
much  as  26  days  in  advance,  even  though  departmental 
regulations  now  provide  for  advance  notice  of  no 

more  than  48  hours.   As  a  consequence  of  this  practice, 
nursing  care  facilities  have  ample  time  to  remedy 
adverse  recipient  conditions  which  could  preclude 
the  utilization  review  team  from  obtaining  a  repre- 
sentative and  accurate  view  of  a  recipient's  condition, 
care,  and  needs.   There  are  no  federal  regulations  that 
require  advance  notice  be  given.   We  believe  the  depart- 
ment should  delete  from  its  regulation  the  provision 
permitting  a  48-hour  advance  notice,  and  that  the 
utilization  review  should  be  on  an  unannounced  basis. 

3.  Utilization  review  teams  do  not  include  a  physician  as 
required  by  federal  regulation  (45  CFR  250.23).  De- 
partment personnel  informed  us  that  they  question  the 
need  for  a  physician  on  the  review  teams  from  the 
standpoint  that  they  are  not  convinced  that  the 
presence  of  a  physician  is  warranted  when  a  regis- 
tered nurse  is  available  to  comment  on  a  recipient's 
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condition.   The  main  objective  of  utilization  reviews 
is  an  evaluation  of  the  condition,  care,  and  needs 
of  a  recipient.   Since  these  aspects  obviously  in- 
volve medical  expertise  and  trained  judgments  which 
are  most  likely  beyond  the  capability  and  responsi- 
bility of  people  other  than  physicians,  physicians 
should  be  included  on  utilization  review  teams. 
Each  of  the  foregoing  items  represents  a  deficiency  in  terms  of  the 
requirements  set  forth  in  federal  and  state  regulations.   Since  these 
regulations  represent  the  intended  practices  and  procedures,  we  do  not 
believe  they  should  be  ignored.   The  frequency,  nature,  and  application 
of  utilization  reviews  as  prescribed  by  the  regulations  is,  in  our  opinion, 
in  the  best  interests  of  all  concerned. 

In  addition  to  complying  with  the  requirements  referred  to,  we  believe 
it  is  equally  important  for  the  department  to  make  a  determination  of  the 
level  of  care  the  recipient  should  receive  at  the  time  the  recipient  enters 
the  nursing  home,  as  it  is  in  subsequent  periods  when  the  utilization  review 
may  be  performed.   The  department's  current  procedure  for  evaluating  the 
level  of  care  to  be  received  by  the  recipients,  as  stated  in  Section  4530.4 
of  the  Economic  Assistance  Manual,  provides  that  the  recipient's  physician 
will  evaluate  the  patient's  needs  prior  to  admission  and  complete  the  form 
entitled  "Level  of  Care  Evaluation."  If  the  patient  is  placed  in  a  facility 
prior  to  being  evaluated,  the  attending  physician  and  the  nurse  in  charge 
will  evaluate  the  patient  and  complete  the  evaluation  form.   Only  one  copy 
of  this  form  is  completed  and  it  remains  with  the  nursing  home.   When  a 
patient's  condition  changes,  the  attending  physician  and/or  the  nurse  are 
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required  to  complete  a  new  evaluation  form.   The  nursing  home  administrator 
has  the  responsibility  of  completing  another  form  in  duplicate.   This  form, 
which  contains  information  of  the  facility,  including  the  level  of  care 
given  the  patient,  is  sent  to  the  county,  with  one  copy  retained  by  the 
facility.   The  county  uses  the  form  only  for  claim  processing,  to  insure 
that  the  nursing  home  billing  is  for  the  level  of  care  specified  on  the 
form.   Thus,  neither  the  department  nor  the  county  receive  the  necessary 
information  or  have  procedures  for  determining  whether  the  level  of  care 
assigned  to  the  patient  is  correct  and  necessary. 

Skilled  nursing  home  care  is  substantially  more  costly  than  inter- 
mediate care.   As  previously  indicated,  substantially  more  recipients  are 
being  paid  for  at  skilled  care  rates  than  intermediate  rates.   Other  states 
have  determined  by  independent  evaluations  that  as  many  as  80%  of  the 
patients  in  skilled  nursing  homes  did  not  need  that  intensive  a  level  of 
care. 

Skilled  nursing  home  care  is  the  single  most  costly  service  provided 
under  the  state's  Medical  Assistance  Program.   Accordingly,  it  is  imperative 
that  the  department  know  that  the  level  of  care  being  paid  for  is  necessary. 
This  can  be  accomplished  by  revising  present  procedural  practices  to  pro- 
vide for  the  department  to  receive  a  copy  of  the  admittance  evaluations 
and  other  available  medical  information  on  each  patient  admitted  to  a 
nursing  home.   A  medical  consultant  for  the  department  could  review  the 
information  received  and  make  a  determination  as  to  whether  the  level  of 
care  assigned  is  correct.   The  department  could,  on  a  test  basis,  or  at 
least  at  the  time  of  the  utilization  review,  verify  the  correctness  of 
the  medical  information  received  by  the  department  from  the  nursing  homes 
and  could  reevaluate  the  level  of  care  needed. 
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RECOMMENDATION 

We  reaorrmend  that  the  department: 

1.  Require  that  utilization  reviews  he  performed  for 
nursing  home  services  in  the  frequence  provided  for 
by  state  and  federal  regulations. 

2.  Require  the  presence  of  physicians  on  all 
utilization  reviews  of  nursing  homes. 

S.     Revise  advance  notification  regulation  in  order 
that  utilization  reviews  of  nursing  homes  may  be 
performed  on  an  unannounced  basis. 

4.  Provide  procedures  for  the  department's  medical 
consultant  to  review  the  level  of  care  assigned 
to  recipients  upon  their  entering  nursing  homes. 

Reimbursement  Rates 

As  a  part  of  the  Medical  Assistance  Program,  the  state  reimburses 
nursing  homes  for  the  cost  of  providing  care  for  recipients..  For  the 
most  part  the  amounts  paid  by  the  state  are  represented  by  rates  which 
are  required  to  be  based  upon  customary  and  reasonable  charges  for  the 
services  and  care  provided. 

The  department  has  guides  for  use  in  establishing  reimbursement 
rates.   These  guidelines  set  forth  the  costs  which  are  allowable  for 
reimbursement,  the  report  format  upon  which  the  allowable  costs  are  to 
be  reported,  and  the  records  which  are  necessary  for  support  of  the  costs 
reported  for  reimbursement.   Under  these  guidelines  the  nursing  homes 
submit  annual  cost  reports  to  the  department.   The  reports  are  reviewed 
for  completeness,  proper  information,  disallowable  costs,  etc.,  by  the 
medical  facilities  coordinator.   Based  upon  this  review,  the  rate  of 
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reimbursement  for  each  nursing  home  is  established  on  the  basis  of  previous 
year  costs,  allowable  increases  for  labor  and  inflation,  plus  a  prescribed 
profit  allowance  for  each  patient. 

In  our  review  of  reimbursement  rate  computations  for  10  nursing  homes 
we  observed  that  the  department  was  inconsistent  in  calculating  the  new 
reimbursement  rates.   The  department  allowed  and  included  some  costs  for 
some  nursing  homes  and  excluded  similar  costs  for  other  nursing  homes. 
Examples  of  these  inconsistencies  are  as  follows : 

1.  One  nursing  home  informed  the  department  that  because 
of  an  increase  in  the  wholesale  food  index  during  1970, 

an  $8,000  increase  in  projected  food  costs  was  anticipated 
in  1971.  As  a  result,  the  projected  increase  was  included 
in  that  nursing  home  reimbursement  rate,  but  was  not  in- 
cluded in  the  rates  for  other  nursing  homes. 

2.  In  addition  to  the  salary  increases  projected  by  one 
nursing  home,  the  department  concluded  that  the  nursing 
home  would  probably  require  the  services  of  a  part-time 
nurse  and,  on  this  premise,  included  an  additional  $1,056 
in  the  computation  of  the  new  reimbursement  rate.   Similar 
adjustments  were  not  made  for  other  nursing  homes. 

3.  The  reimbursement  rate  for  one  nursing  home  included  a 
projected  increase  of  $1,300  in  property  taxes  while  a 
similar  allowance  for  increased  property  taxes  was  not 
made  for  other  nursing  homes. 

4.  Another  nursing  home  was  allowed  increases  in  costs 
totaling  $15,087  for  purposes  such  as  increased  social 
security  taxes,  state  and  federal  employment  insurance 
taxes,  group  insurance,  and  the  salary  of  an  additional 
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specialist.   Similar  increases  in  payroll  taxes  were 

not  uniformly  allowed  other  nursing  homes. 
During  the  course  of  our  visits  to  nursing  homes  around  the  state 
we  encountered  considerable  dissatisfaction  with  the  manner  in  which  re- 
imbursement rates  were  established.   To  a  certain  extent  this  dissatis- 
faction could  be  attributed  to  a  general  suspicion  that  reimbursement 
rates  were  determined  arbitrarily  and  without  resort  to  actual  costs.   In 
addition,  we  noted  evidence  of  similar  discontent  noted  in  an  HEW  report 
(March  1971)  on  the  nursing  home  reimbursement  rates  in  Montana.   Some  of 
this  dissatisfaction  is  warranted.   Certain  increases  such  as  those  attri- 
butable to  inflation  have  equal  application  to  all  nursing  homes  which 
are  providing  basically  the  same  type  of  services.   Consequently,  the 
department  should  establish  and  use  uniform  criteria  in  the  establishment 
of  reimbursement  rates  for  nursing  homes  where  the  nature  of  the  factors 
affecting  cost  have  an  equal  effect.   These  factors  could  be  based  upon 
nationally  recognized  indices  such  as  the  wholesale  price  index  and  should 
be  applied  to  base  costs  on  a  uniform  basis. 

RECOMMEWATION 

We  recommend  that  the  department  establish  reasonable  criteria 
to  recognize  projected  nursing  home  cost  adjustments  and  apply 
the  criteria  wiiformly  in  the  calculation  of  reimbursement  rates. 

Disallowable  Costs 
Payroll  Variances 
In  addition  to  the  previous  year's  operating  costs,  projected  payroll 
increases  for  the  subsequent  year  are  included  in  the  calculation  of  reim- 
bursement rates.   The  projected  increases  include  those  attributable  to  the 
federal  minimum  wage  requirements  as  well  as  employee  merit  adjustments. 
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The  operating  and  projected  cost  data  submitted  by  the  nursing  homes 
include  schedules  which  list  the  employee  positions,  rates  of  pay  for  the 
current  period,  and  the  projected  rate  of  pay  for  the  forthcoming  period. 
In  connection  with  these  schedules,  we  were  informed  that  it  was  difficult 
to  determine  whether  the  pay  increases  projected  by  the  nursing  home  actually 
materialized  and  that  verification  of  these  increases  was  not  a  matter  of 
common  practice  by  the  department. 

Because  of  the  foregoing,  we  found  that  some  nursing  homes  effectuate 
salary  savings  and  make  money  by  not  paying  projected  payroll  increases. 
For  example,  a  nursing  home  could  project  a  wage  increase  of  20c  per  hour 
for  an  employee  who  was  being  paid  $1.65  per  hour.   The  employee  would  re- 
ceive the  pay  increase  to  $1.85  per  hour  but  if  he  subsequently  terminated 
his  employment,  the  nursing  home  would  employ  a  replacement  at  the  original 
rate  of  $1.65  per  hour.  Meanwhile,  the  department  would  continue  to  pay 
the  nursing  home  a  reimbursement  rate  based  upon  the  projected  rate  of  $1.85 
per  hour.  As  a  result,  the  nursing  home  would  receive  a  cost  reimbursement 
in  excess  of  actual  cost. 

Specific  examples  of  payroll  variances  that  we  noted  include  the 
following: 


Projected 

End  of 

Projected 

Actual 

Annual 

Nursing 

Report 

Wages 

Wages 

Differ- 

Excess Paid 

Home 

Employee 

Period 
8/31/70 

(Hourly) 

(Hourly) 
2/1/71 

ence 

By  Dept. 

A 

1 

$5.48 

$5.19 

$.29 

$603 

2 

1.75 

1.68 

.07 

146 

3 

3.46 

3.34 

.12 

250 

4 

2.25 

2.07 

.18 

374 

5 

2.88 

2.54 

.34 

707 

6 

1.75 

1.70 

.05 

104 

10/31/70 


7/16/71 


2.20 

2.05 

.15 

312 

2.10 

1.98 

.12 

250 

1.65 

1.64 

.01 

21 

1.63 

1.58 

.05 

104 
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To  the  extent  that  they  are  not  subsequently  recovered,  the  payroll  variances 
depicted  by  the  foregoing  examples  constitute  an  improper  expenditure  of 
federal,  state,  and  county  moneys  in  that  it  allows  nursing  homes  with  large 
employee  turnover  to  realize  substantial  dollar  savings  in  cost  which  are 
borne  by  the  Medical  Assistance  Program. 

Customary  Services  Provided  by  Nursing  Homes 

The  rates  used  by  the  department  to  reimburse  nursing  homes  for  the 
cost  of  caring  for  patient/recipients  are  intended  to  cover  all  those  items 
which  are  "customary  services"  in  the  care  of  patients. 

On  July  30,  1970,  the  department  issued  a  memorandum  listing  those 
items  which  are  to  be  provided  as  customary  services."  The  memorandum 
listed  certain  drugs,  nursing  supplies,  and  equipment,  all  of  which  are 
to  be  provided  as  part  of  the  routine  care  and  services  provided  under 
the  Medical  Assistance  Program.   The  listing  included  such  items  as  linens, 
bedding,  body  lotions,  denture  cups,  dressings,  gauze,  pads,  enemas,  facial 
tissue,  soaps,  wheelchairs  and  ordinary  walkers,  aspirin,  laxatives,  hypo- 
dermic needles  and  syringes,  and  regular  catheters. 

The  department  considers  costs  of  furnishing  these  cutomary  services 
as  being  included  in  the  reimbursement  rate  and  considers  any  separate 
charge  made  by  the  nursing  home  to  be  a  supplementation  of  the  reimbursement 
rate.   In  this  regard,  the  State  Plan  prohibits  nursing  homes  from  accepting 
supplemental  payments  in  any  form  from  any  source  and  provides  that  partici- 
pation in  the  Medical  Assistance  Program  will  be  limited  to  those  nursing 
homes  which  accept  as  payment  in  full  the  amounts  paid  in  accordance  with 
the  negotiated  reimbursement  rates. 

Our  review  of  department,  bureau,  and  nursing  home  records  and  files 
indicated  that  many  nursing  homes  supplement  the  reimbursement  rate  with 
separate  charges  for  supplies  and  equipment.   These  supplementary  charges 
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are  paid  by  patients,  patients'  families,  counties,  and  indirectly  by  the 
department.  Specific  examples  of  separate  charges  for  supplies  which  are 
already  covered  in  the  reimbursement  rate  are  as  follows: 

County  1 

The  county  paid  $571  over  a  two-month  period  to  a  local  nursing  home 
for  items  such  as  incontinent  pads,  clinitests,  bandages,  surgical  pads, 
and  disposable  insulin  syringes. 

County  2 

The  county  routinely  pays  for  nursing  supplies  such  as  fleet  enemas, 
saline  solutions,  foam  pads,  drainage  sets,  and  catheters. 

Nursing  Home  A 

The  nursing  home  charges  patients  for  nursing  supplies  such  as  tissue, 
aspirin,  lotions,  catheters,  nursing  grays,  underpads,  insulin  syringes, 
enema  kits,  and  adhesive  tape. 

Nursing  Home  B 

The  nursing  home  charges  patients  for  nursing  supplies  such  as  saline 
solutions,  rubber  gloves,  enemas,  suppositories,  dressings,  catheters, 
irrigation  sets,  syringes,  and  needles.   In  one  case  a  patient  was  billed 
$246  for  nursing  supplies  such  as  these  over  a  five-month  period. 

Nursing  Home  C 

The  nursing  home  charges  patients  for  all  nursing  supplies  such  as 
catheters,  drainage  units,  and  bags. 

Included  in  the  billing  rate  agreed  upon  by  the  nursing  homes  and 
the  department  is  the  cost  of  various  equipment,  such  as  wheelchairs. 
However,  in  some  instances  nursing  homes  seek  additional  recovery  for 
the  cost  of  wheelchairs  by  improper  charges  to  the  patients  for  this 
item. 
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Specific  examples  of  separate  charges  for  equipment  which  is  already 
provided  for  in  the  reimbursement  rate  are  as  follows: 

Nursing  Home  D 

The  nursing  home  provides  wheelchairs  for  intermittent  use  by  patients. 
If  a  patient  desires  a  wheelchair  for  continuous  use,  he  is  required  to 
purchase  his  own. 

Nursing  Home  E 

The  nursing  home  rents  wheelchairs  and  walkers  from  a  private  vendor 
and  provides  them  to  patients  at  a  reduced  cost.   For  example,  monthly 
rental  cost  to  the  nursing  home  for  a  wheelchair  is  $11,  while  the  patient 
is  charged  $8. 

The  adverse  effect  of  the  practice  illustrated  by  the  foregoing  examples 
is  that  the  nursing  homes  are  directly  reimbursed  for  costs  billed  separately, 
and  then  again  indirectly  reimbursed  through  the  reimbursement  rate  paid  by 
the  department. 

The  State  Plan,  under  which  the  Medical  Assistance  Program  operates, 
and  department  policy  provide  that  any  known  supplementary  pajrment  made  in 
excess  of  the  reimbursement  rate  for  medical  assistance  recipients  will 
result  in  withdrawal  of  medical  assistance  payments  for  that  person  for 
that  month.   For  second  or  repeated  violations  within  the  same  facility, 
all  medical  assistance  payments  will  be  withdrawn  until  there  exists  reason- 
able assurances  that  this  will  not  recur. 

Although  the  department  has  issued  regulations  describing  customary 
services,  defined  supplemental  pajmient,  and  provided  penalties  for  violations, 
supplemental  charges  to  patients,  patients'  families,  counties,  and  the 
state  department  are  common.   This  is  due  to  the  fact  that  the  department 
has  no  effective  procedures  to  identify  and  disallow  them.   In  those  instances 
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where  the  department  is  aware  of  supplemental  charges,  their  awareness 
came  from  outside  sources  rather  than  from  a  deliberate  system  of  review. 
To  rectify  this,  we  believe  the  department  should  strongly  reiterate  its 
policy  to  participating  nursing  homes  and  establish  a  concentrated  review 
procedure  to  identify  and  disallow  supplemental  charges  to  patients, 
patients'  families,  counties,  and  the  department  for  services,  supplies, 
and  equipment,  which  are  customary  in  the  care  of  patient/recipients. 

Department  regulations  do  not  provide  for  recovery  or  reimbursement 
procedures  either  for  excessive  rate  charges  or  improper  classification 
of  level  of  care  needed  by  the  patients.   To  insure  proper  recovery  from 
the  nursing  homes,  the  department  should  design  and  implement  a  routine 
method  of  recovering  amounts  due  from  nursing  homes. 

RECOMMENDATION 

We  reaormend  that  the  department  establish  a  review  procedure  to 
identify  and  disallow  supplemental  nursing  home  charges  to  patient/ 
recipients t  patients'  families^   counties y  and  the  department. 

Personal  Resources 

Federal  and  state  regulations  governing  the  Medical  Assistance  Program 
allow  a  certain  amount  of  the  money  available  to  patient/recipients  to  be 
set  aside  for  discretionary  personal  use.   These  set  asides  are  referred 
to  as  "disregard  allowances"  and  are  available  to  the  patient/recipient 
for  clothing,  personal  needs,  and  incidentals.   In  those  instances  where 
patient/recipients  have  no  personal  resources  such  as  pension  annuities, 
the  patient/recipient  is  given  a  personal  allowance  under  the  Medical 
Assistance  Program  so  that  all  patient/recipients  have  a  limited  amount 
of  disregard  money.   Our  examination  of  the  manner  in  which  disregard 
allowances  are  established  and  handled  disclosed  several  areas  where 

Improvements  could  be  made.   These  areas  are  summarized  below. 
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Equitable  Allowances 
Under  present  practice,  the  amount  of  disregard  allowance  available 
to  patient/recipients  is  established  in  one  of  three  manners: 

1.  Patient/recipients  receiving  social  security  or  railroad 
retirement  benefits  are  required  to  have  at  least  $4.00 
per  month  set  aside  as  a  disregard  allowance.   Under  the 
regulations,  however,  the  state  is  allowed  to  set  aside 

an  additional  amount  up  to  $7.50  so  that  patient/recipients 
in  this  category  might  have  as  much  as  $11.50  per  month  set 
aside  as  a  disregard  allowance. 

2.  Patient/recipients  not  receiving  social  security  or  railroad 
retirement  benefits  are  allowed  a  disregard  allowance  up  to 
$7.50  per  month  from  any  income  they  might  receive. 

3.  Patient/recipients  not  having  any  resources  or  income  are  given 
a  personal  allowance  of  $10.00  per  month  from  the  depart- 
ment in  lieu  of  a  disregard  allowance. 

As  a  result  of  the  foregoing,  there  are  three  levels  of  allowances, 

depending  upon  the  patient/recipient,  namely,  $7.50,  $10.00,  and  $11.50. 

Section  4210  of  the  department  regulations  specifies  that: 

"There  must  be  no  discriminatory  or  arbitrary  practices,  judg- 
mental or  moralistic  attitudes  must  be  avoided  and  equitable 
treatment  must  be  accorded  all  applicants  for  public  assistance." 

This  can  hardly  be  the  case  under  present  practice.   In  our  opinion, 

it  would  be  more  equitable  to  allow  all  patient/recipients  a  standard 

or  uniform  amount  to  meet  their  personal  needs.   In  Colorado  and  Utah, 

for  example,  patient/recipients  are  allowed  to  retain  $10  a  month  for 

personal  necessities.   Those  without  resources  receive  the  same  amount 

from  the  state.   We  believe  a  similar  practice  is  warranted  in  Montana 
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to  provide  an  equitable  personal  allowance  for  all. 

HECOMMENDATION 

We  recommend  that  the  department  establish  a  uniform  amount  to 

be  disregarded  or  paid  for  personal  necessities  of  patient/ 

recipients  in  nursing  homes. 

Variances  in  County  Policies 

As  previously  mentioned,  the  amount  disregarded  or  paid  as  a  personal 
allowance  is  for  the  discretionary  use  of  patient/recipients  for  items 
such  as  clothing,  personal  needs,  and  incidentals.   Contrary  to  this 
policy,  some  counties  have  established  county  level  regulations  specify- 
ing the  use  of  disregard  allowances.   Examples  of  these  policies  are 
presented  below: 

County  #1 

The  county  requires  patient/recipients  in  nursing  homes  to  contribute 
their  disregard  allowance  to  their  monthly  drug  costs  in  excess  of  the  $15 
maximum  provided  for  by  the  Medical  Assistance  Program. 

County  #2 

The  county  requires  patient/recipients  in  nursing  homes  to  use  their 
disregard  allowance  for  medicines. 

County  #3 

The  county  does  not  give  the  patient/recipients  their  disregard  allow- 
ance, but  pays  them  $10  for  personal  necessities.   The  disregard  allowance 
is  applied  to  reduce  patient  care  cost. 

County  #4 

In  this  county  the  patient/recipient  is  required  to  use  $5  of  his 
disregard  allowance  to  defray  drug  costs  in  excess  of  $15. 
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By  requiring  patient/recipients  to  pay  a  portion  of  medical  costs 
from  their  disregard  allowances,  the  counties  are  able  to  reduce  the  amount 
necessary  to  be  expended  from  the  county  poor  fund  for  patient/recipient 
care.   Since  patient/recipient  care  costs  are  financed  from  federal,  state, 
and  county  matching  moneys,  we  believe  the  department  should  require  counties 
to  adhere  to  department  regulations  which  preclude  the  use  of  personal  dis- 
regard allowances  to  defray  the  costs  of  nursing  care. 

RECOMMENDATION 

We  reoommend  that  the  depavtment  identify  those  nursing  homes  which 

use  personal  disregard  altowanoes  to  defray  the  cost  of  nursing 

and  require  them  to  discontinue  the  practice. 

Excessive  Accumulations 

Department  regulations  allow  a  patient/recipient  to  accumulate  a 
maximum  of  $50  from  personal  and  disregard  allowances.   Any  amount  in 
excess  of  $50  is  to  be  applied  toward  the  cost  of  caring  for  the  patient/ 
recipient. 

During  our  review  of  nursing  home  records  we  noted  that  many  patient/ 

recipients  had  accounts  with  balances  in  excess  of  $50.   Examples  of  such 

account  balances  follow: 

Patients  With  Total  Amount 
Balance  in  Excess  In  Excess  of 
of  $50  Limitation   $50  Limitation 

2  $  117 

10  458 

5  186 

10  1,261 

17  5,371 

2  618 

27  894 


Nursing 
Home 

Date  of 
Test 

Range  of 

Account 

Balances 

A 

10/31/71 

$  5.71-$ 

142.51 

B 

10/22/71 

7.22- 

129.18 

C 

12/13/71 

8.00- 

160.71 

D 

11/24/71 

1.75- 

338.00 

E 

10/17/71 

1.00-  1 

,125.66 

F 

12/8/71 

48.90- 

600.00 

G 

12/7/71 

7.25- 

154.38 
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During  the  course  of  our  examination  in  this  area  we  found  that  some 
nursing  homes  were  applying  excess  balances  toward  the  cost  of  nursing 
care.   In  other  instances,  however,  excess  balances  have  not  been  applied 
toward  the  cost  of  nursing  care  and,  as  a  result,  the  Medical  Assistance 
Program  is  bearing  a  larger  portion  of  the  cost  than  necessary.   Conse- 
quently, we  believe  the  department  should  initiate  procedures  to  assure 
that  patient/recipient  resources  in  excess  of  $50  are  applied  toward  the 
cost  of  nursing  care. 

RECOmElWATIOI^ 

We  reaommend  that  the  department  devise  a  pvooedure  to  insure 
that  patient/recipient  disregard  allowance  accumulations  in 
excess  of  $50  are  applied  to  the  cost  of  nursing  home  care. 

Lump  Sum  Resource  Payments 

Occasionally  patient/recipients  receive  retroactive  lump  sum  payments 
as  a  result  of  increases  in  pension  benefits  such  as  social  security  or 
railroad  retirement.   Department  regulations  stipulate  that  such  retro- 
active payments  are  to  be  applied  toward  the  cost  of  nursing  care  and 
are  not  available  for  personal  use.   While  numerous  nursing  homes  were 
complying  with  the  policy,  a  number  of  nursing  homes  used  the  moneys  for 
other  purposes,  as  illustrated  by  the  following  examples: 

Nursing  Home  A 

A  patient/recipient  received  a  retroactive  railroad  retirement 
check  in  April  1971,  for  $991.   As  of  November  17,  1971,  the  nursing 
home  had  set  aside  $500  for  the  patient  and  had  not  applied  the  balance 
toward  his  care  cost. 
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Nursing  Home  B 

The  U.  S.  Congress  increased  social  security  benefits  effective 
January  1,  1971.   Pajmients  as  a  result  of  this  increase  were  not  received 
until  May  1971,  and  as  a  consequence,  five  months  of  increased  benefits 
were  paid  to  recipients  as  a  lump  sum  payment. 

The  increase  received  as  a  lump  sum  was  deposited  to  patient/recipient 
trust  account  and,  in  some  instances,  retained  by  family,  relatives,  or 
the  patient/recipient. 

Nursing  Home  C 

The  social  security  increase  received  as  a  lump  sum  was  retained 
by  the  patients,  family,  or  relatives. 

Since  the  application  of  lump  sum  retroactive  payments  would  reduce 
the  cost  of  nursing  care  borne  by  the  Medical  Assistance  Program,  we 
believe  the  department  should  require  that  such  payments  are  identified 
and  properly  applied  to  the  cost  of  patient/recipient  care. 

RECOMMENDATION 

We  recommend  that  the  department  establish  a  procedure  to  insui^ 

that  all  retroactive  payments  of  benefits  to  patient /recipients 

ave  applied  toward  the  cost  of  nursing  care. 

Department  Review  Procedures 

We  have  discussed  several  areas  above,  the  combined  effect  of  which, 
in  our  opinion,  indicates  a  need  for  a  periodic  complete  review  of  the 
records  of  the  nursing  homes  participating  in  the  Medical  Assistance 
Program.   Presently  the  department  has  only  one  individual  on  its  staff 
with  the  responsibility  of  performing  such  a  review  for  73  facilities 
across  the  state.   As  previously  discussed,  this  individual,  who  is  lo- 
cated in  Billings,  is  tlie  medlcaJ  facilities  coordinator.   His  duties 
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include  the  responsibility  of  coordinating  nursing  home  problems  with 
the  department,  reviewing  annual  cost  reports  submitted  by  the  nursing 
homes  for  completeness  and  accuracy,  visiting  the  facilities  to  review 
costs  records,  etc.   We  believe  that  the  importance  of  this  position  can- 
not be  overemphasized,  but  it  is  our  opinion  that  the  job  is  too  demanding 
for  one  individual  to  properly  perform,  especially  when  he  is  located  a 
substantial  distance  from  the  department's  central  office  from  which  his 
activities  should  be  supervised. 

Many  nursing  homes'  costs,  as  they  relate  to  the  Medicare  Program, 
are  reviewed  annually.   In  order  to  accomplish  the  objectives  of  the 
medicare  supplementary  medical  insurance  benefits  provisions,  the  DREW 
contracts  with  carriers  to  have  them  act  on  behalf  of  DHEW  to  perform 
administrative  responsibilities.   Title  20,  Section  405.678  of  the  Code 
of  Federal  Regulations,  provides  that  it  is  the  carriers'  duty  to: 

"take  such  action  as  may  be  necessary  to  assure  that,  where 
payment  under  the  supplementary  medical  insurance  benefits 
plan  is  on  a  cost  basis,  the  cost  is  reasonable  .  .  .  ." 

To  comply  with  this  federal  regulation  the  carriers  have  either  audited 

the  nursing  homes  themselves  or  have  subcontracted  the  auditing  to  public 

accounting  firms. 

Federal  regulations  also  provide  that  the  payments  made  to  nursing 

homes  under  the  Medicaid  Program  are  to  be  reasonable.   Section  45  CFR 

250.30  provides  that: 

"The  State  agency  will  take  whatever  measures  are  necessary  to 
assure  appropriate  audit  of  records  wherever  reimbursement  is 
based  on  costs  of  providing  care  or  service  .  .  .  ." 

The  department  ordinarily  does  not  receive  the  audit  reports  issued  by 
the  carriers  or  the  carriers'  subcontractors.   The  medical  services  co- 
ordinator will  review  the  report  for  a  particular  facility  only  when  he 
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is  on  location  at  the  facility.   Thus,  the  department  has  no  assurance 
that  there  is  an  appropriate  audit  of  the  nursing  home  records.   We 
believe  the  department  should  arrange  with  the  DREW  to  automatically 
receive  a  copy  of  all  audit  reports  on  nursing  home  facilities  performed 
for  the  Medicare  Program.   Use  of  the  information  concerning  reasonable- 
ness of  costs  reflected  in  the  audit  reports  supplemented  by  the  depart- 
ment's ovm  evaluations  should  enable  the  department  to  better  control 
payments  for  nursing  home  services. 

Based  on  other  recommendations  made  in  this  report  regarding  the 
centralization  of  information  in  Helena  and  the  necessity  of  sending 
other  nursing  home  information  to  the  department,  we  believe  that  the 
medical  services  coordinator  should  be  located  in  Helena  where  he  can 
receive  direct  supervision.   It  is  our  opinion  that  such  a  change  in 
procedures  would  provide  the  necessary  cost  information  to  the  depart- 
ment for  its  review  and  comparison  to  the  annual  cost  reports  submitted 
by  various  facilities. 

RECOMMENDATION 

Vie  veoommend  that  the  department: 

1.  Arrange  with  the  DREW  to  provide  aopies  of  audit 
reports  on  nursing  homes  to  the  department. 

2.  Reloaate  the  position  of  medical  services  coordinator 
to  Eelena. 
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HOSPITAL  SERVICES 

Inpatient  and  outpatient  hospital  services  are  available  to  all 
eligible  public  assistance  recipients  under  the  Medical  Assistance  Pro- 
gram.  Together,  inpatient  and  outpatient  hospital  services  constitute 
the  second  largest  (second  to  nursing  home  care)  program  in  the  medical 
assistance  category.   The  following  table  shows  statistics  relevant  to 
hospital  services  for  the  1969-70  fiscal  year: 

Cost  of  Services  Provided: 


Inpatient  Services 

Outpatient  Services 
Total 
Source  of  Financing: 

Federal  Funds  (64.72%) 

State  Funds  (17.64%) 

County  Funds  (17.64%) 

Total 
Recipients  of  Hospital  Services: 

Inpatient  Recipients 

Outpatient  Recipients 
Total  for  Fiscal  Year 
Hospitals  at  June  30.  1970: 

Licensed  to  Participate 

Participating 


$1,852,511 

135,788 

$1,988,299 

$1,286,827 

350,736 

350.736 

$1.988.299 

Number 

7,605 

7.785 


15.390 


Number 


69 
69 


Hospitals  participating  in  the  Medical  Assistance  Program  are  licensed 
by  the  State  Department  of  Health  and  Environmental  Sciences.  Although 
concerned  with  the  factors  of  safety  and  sanitation  relevant  to  licensing. 
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the  department's  primary  area  of  interest  is  the  activities  of  hospitals 
relevant  to  hospital  care  and  respective  charges.   In  this  connection, 
the  emphasis  of  our  review  in  the  area  of  hospital  services  was  limited 
to  tests  of  practices  in  selected  hospitals,  and  review  of  department 
records. 

Audit  of  Reimbursement  Rates 

The  rates  upon  which  hospitals  are  reimbursed  for  services  provided 
public  assistance  recipients  are  limited  to  the  rates  provided  for  under 
the  Federal  Medicare  Program.   In  this  regard,  the  State  Plan  and  federal 
regulations  stipulate  that  in  determining  the  reimbursement  rates,  the 
department  must  also  provide  for  periodic  audit  of  the  costs  upon  which 
the  hospital  reimbursement  rates  are  based.   To  achieve  this,  the  depart- 
ment has  contracted  with  the  same  private  medical  service  organization 
which  performs  rate  reimbursement  audits  under  the  Medicare  Program. 

After  an  audit  of  hospital  costs  is  completed  by  the  medical  service 
organization,  worksheets  summarizing  the  results  of  the  audit  are  provided 
the  department.   The  department  then  utilizes  this  information  to  arrive 
at  a  final  settlement  with  the  hospital  for  the  year  audited.   Our  dis- 
cussions with  administrative  personnel  at  the  department  and  the  medical 
service  organization  disclosed  that  the  department  accepts  the  audit 
figures  without  any  verification  or  testing  procedures  of  its  own. 

We  were  informed  that  DREW  occasionally  audits  hospital  cost  pro- 
posals and  that  the  Bureau  of  Health  Insurance  (BHI) ,  an  organizational 
unit  of  DREW,  performs  a  quarterly  program  evaluation  of  the  medical 
service  organization  procedures  as  they  relate  to  the  Medicare  Program. 
Many  of  the  comments  and  adjustments  made  by  DREW  and  BHI  regarding 
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hospital  services  to  medicare  recipients  are  also  applicable  to  the 
department's  administration  of  the  Medicaid  Program,   Accordingly,  we 
believe  the  department  should  make  arrangements  with  DHEW  to  receive 
the  audit  and  evaluation  reports  of  DHEW  and  BHI ,  and  the  audit  reports 
of  the  medical  service  organization  to  DHEW.   In  addition,  we  believe 
it  would  be  beneficial  for  the  department  to  make  limited  evaluations 
of  the  medical  service  organization's  service  provided  to  the  department 
to  determine  that  the  information  being  provided  is  correct  and  complete. 

Although  the  department  has  contracted  with  the  medical  service 
organization  for  audits  of  hospital  cost  proposals,  the  agreement  does 
not  provide  a  time  frame  in  which  the  audits  are  required  to  be  completed. 
As  a  result,  we  found  that  these  audits  required  by  federal  regulation 
and  the  State  Plan  have  not  always  been  performed.   We  found,  for  example, 
that  13  of  the  69  hospitals  participating  in  the  program  have  never  been 
audited  since  inception  of  the  program  in  1967,  and  very  few  hospitals 
are  audited  each  year.   The  extent  of  hospital  audits  and  disclosure  of 
proper  cost  adjustments  during  recent  years  is  as  follows: 


No.  of 

Fiscal 

Hospitals 
Participating 

Percent 

Audit 

Ad 

iustments 

Year 

Audited 

Unaudited 

Underpayment 

ts 

Overpayments 

1966-67 

70 

19% 

81% 

$  6,458 

$   5,478 

1967-68 

70 

74% 

26% 

23,146 

64,911 

1968-69 

70 

44% 

56% 

9,125 

39,784 

1969-70 

69 

13% 

87% 

11.660 

10.507 

Total 

$50,389 

$120,680 

As  can  be  seen  above,  the  cost  adjustments  stemming  from  audits  are 
significant.  During  the  1967-68  fiscal  year,  for  example,  the  large  per- 
centage of  hospitals  audited  (74  percent)  resulted  in  a  proportionately 
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large  increase  in  audit  adjustments  in  costs.  Six  times  as  many  hospitals 
were  audited  in  1967-68  as  compared  to  1969-70,  disclosing  about  six  times 
as  many  dollars  in  overpayments. 

The  preceding  table  shows  that  the  audits  performed  during  the  last 
four  years  disclosed  underpayments  of  $50,389  and  overpayments  of  $120,680. 
We  believe  the  significance  of  these  audit  adjustments  warrants  increased 
emphasis  on  more  frequent  audits.  We  were  informed  that  frequent  audits 
have  not  been  performed  because  (1)  the  department  was  late  in  receiving 
the  audit  guidelines  from  the  Federal  Government,  and  (2)  arrangements 
had  not  been  resolved  on  a  timely  basis.   Consequently,  the  time  frame  of 
hospital  audits  has  been  delayed. 

In  view  of  the  significance  of  adjustments  disclosed  by  past  audits, 
we  believe  the  department  should  institute  measures  to  bring  all  audits 
up  to  date  and  perform  them  on  a  current  basis  in  the  future. 

RECOMMEWATION 

We  veoommend  that  the  department: 

1.  Institute  measures  to  bring  alt  audits  of  hospital 
reimbursement  rates  up  to  date. 

2.  Arrange  with  DHEW  to  receive  copies  of  audit  and 
evaluation  reports  of  hospitals  prepared  for  the  Medicare 
Program  by  the  medical  service  organization  and  DHEW. 

3.  Perform  direct  evaluations  on  test  basis  of  hospital 
audit  services  provided  by  the  medical  service 
organization. 
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Recovery  of  Overpayments 

Efforts  of  the  department  to  collect  overpayments  disclosed  by  hospi- 
tal audits  have  been  ineffective.   Of  the  $120,680  in  overpayments  made 
to  hospitals  during  the  period  of  1967-70,  only  $41,050  has  been  recovered 
by  the  department,  leaving  a  balance  of  $79,630  due  but  uncollected.   Ana- 
lysis of  the  uncollected  balance  disclosed  that  most  of  it  had  been  due 
for  one  year  or  more  and  that  the  hospitals  owing  the  balance  have  re- 
quested the  department  to  negotiate  a  settlement  with  them.   The  request 
to  negotiate  a  settlement  is  based  upon  contract  provisions  which  provide 
for  a  supplemental  allowance  over  and  above  the  allowable  costs  provided 
for  under  the  Medicare  Program.   The  purpose  of  the  supplemental  allowance 
is  to  cover  costs  that  are  not  ordinarily  attributable  to  the  Medicare 
Program,  such  as  maternity  costs.   The  negotiations  have  not  progressed 
in  a  satisfactory  manner,  however,  as  illustrated  by  the  large  outstanding 
balance. 

The  department  needs  to  institute  more  effective  and  timely  means 
of  collecting  overpayments  to  hospitals.   Presently,  collection  efforts 
consist  of  correspondence  requesting  a  refund  of  overpajmients  disclosed 
by  audits.   This  procedure  has  not  been  effective,  as  illustrated  by  the 
fact  that  almost  $80,000  remains  uncollected.   Included  in  this  amount, 
for  example,  are  net  overpayments  of  $17,401  to  one  hospital  for  the 
following  years: t 

Fiscal  Year  Overpayment  of  (Underpayment) 

1966-67  $(5,760) 

1967-68  9,136 

1968-69  14.025 

Total  $17,401 
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In  order  to  attain  more  timely  collection  of  overpayments  the  depart- 
ment could  either  (1)  deduct  amounts  due  (offset)  from  future  hospital 
payments,  or  (2)  retain  an  agreed  upon  percentage  of  hospital  payments 
until  the  amount  due  is  recovered.   We  were  informed  that  this  latter 
procedure  is  used  by  the  Federal  Government  in  conjunction  with  the 
Federal  Medicare  Program. 

Implementation  of  timely  collection  procedures  combined  with  more 
frequent  audits,  as  previously  recommended,  would  benefit  both  the  depart- 
ment and  participating  hospitals.   The  department  would  benefit  by  re- 
ceiving what  was  due  as  a  result  of  overpayments,  and  participating  hospi- 
tals would  benefit  by  avoiding  the  necessity  for  accumulated  large  re- 
payments. 

RECOMMENDATION 

We  recommend  that  the  department: 

1.  Finalize  negotiations  on  the  current  balance  due  from 
hospitals  for  overpayments.  ^ 

2.  Institute  procedures  to  insure  the  timely  collection 

of  future  overpayments  to  hospital  vendors.  * 

Settlement  of  Underpayments 

Frequently  hospital  audits  performed  for  the  department  indicate  that 
additional  amounts  are  due  hospitals  as  a  result  of  underpayments.   As  of 
December  31,  1971,  the  department  owed  $17,170  to  various  hospitals  as  a  result 
of  underpayments,  $5,760  of  which  dates  back  to  the  1966-67  fiscal  year. 

We  were  informed  that  present  department  policy  is  to  pay  underpaid 
amounts  from  collections  of  those  vendors  who  were  overpaid.  We  were  further 
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informed  that  because  the  department  lias  not  collected  moneys  overpaid  to 
other  hospitals,  sufficient  money  is  not  available  to  settle  with  those 
hospitals  which  were  underpaid. 

In  our  opinion,  the  practice  of  paying  legal  obligations  such  as 
underpayments  only  from  moneys  collected  on  overpayments  is  a  poor  business 
practice  and  is  unfair  to  those  hospitals  that  have  moneys  due  them.   Just 
as  all  amounts  owed  the  department  should  be  paid  on  a  timely  basis,  amounts 
due  to  hospitals  should  also  be  similarly  paid  on  a  timely  basis.   Accord- 
ingly, we  believe  the  department  should  pay  the  hospitals  which  have  net 
underpayments  due  them,  and  revise  its  policy  to  require  timely  payments 
in  the  future  as  underpajmients  are  determined . 

RECOMMEWATIOl] 

We  recommend  that  the  department  pay  those  hospitals  to  whom 
payments  are  currently  due  and  revise  its  policies  to  insure 
prompt  payment  to  vendors  for  future  underpayments  determined 
by  audit. 
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Outpatient  Hospital  Services 

The  department  currently  pays  hospital  charges  for  outpatient  services 
on  the  basis  of  costs  submitted.   As  is  the  case  with  inpatient  hospital 
services,  the  amount  paid  by  the  department  for  outpatient  services  cannot 
exceed  the  amounts  allowed  for  comparable  services  under  the  Federal  Medi- 
care Program. 

The  amounts  allowable  under  the  Medicare  Program  are  periodically 
determined  by  an  independent  audit  service.   The  results  of  these  audits 
for  both  inpatient  and  outpatient  services  are  provided  the  department, 
which  uses  the  information  to  determine  overpayments  or  underpayments  in 
the  area  of  inpatient  services  only.   The  department  does  not  collect 
overpayments  or  pay  underpayments  for  outpatient  services,  even  though 
significant  amounts  are  involved  as  illustrated  by  the  following  table. 


Fiscal  Year 

1966-67 

1967-68 

1968-69 

1969-70 

Total 


No.  of 

Net 

Hospitals 

Overpayments 

9 

$   90 

16 

2,012 

8 

1,650 

1 

498 
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The  table  illustrates  the  amounts  involved  for  those  hospitals  that 
were  audited.   The  probability  exists  that  more  timely  audits  as  previously 
discussed  would  result  in  significantly  more  disclosure  of  net  overpayments. 

We  were  informed  that  overpayments  and  underpayments  in  the  area  of 
outpatient  hospital  services  are  not  settled  because  specific  allowance 
for  such  settlement  is  not  provided  for  in  the  contracts  between  the  hospi- 
tals and  the  department.   While  this  may  be  the  case,  settlement  of  under- 
payments and  overpayments  is  dictated  by  federal  regulations  and  the  State 
Plan  (Section  Iv-(l)-C-l)  which  limit  reimbursements  to  the  rates  allowed 
under  the  Medicare  Program.   Consequently,  allowing  hospitals  to  retain 
overpayments  constitutes,  in  effect,  payment  in  excess  of  that  allowed. 

Information  concerning  overpayment  of  outpatient  service  costs  is 
made  available  to  the  department  but  is  not  used.  We  believe  the  depart- 
ment should  use  this  information  to  seek  recovery  of  overpayments  and  pay 
those  vendors  who  are  underpaid.   We  also  believe  the  department  should 
adopt  a  policy  in  accordance  with  the  provisions  of  the  State  Plan,  of 
settling  overpajrments and  underpajmients  resulting  from  outpatient  hospital 
service  on  a  timely  basis. 

RECOMMENDATION 

We  recommend  that  the  department  revise  its  regulations,  policies, 
and  instructions  relating  to  outpatient  hospital  services  to 
require  adjustment  of  payments  to  hospitals  on  a  basis  comparable 
to  that  required  for  inpatient  hospital  services. 

Utilization  Reviews 

Federal  regulations  (effective  July  17,  1968)  relating  to  the  Medicaid 
Program,  and  adopted  in  the  State  Plan,  require  that  utilization  reviews 
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be  performed  for  each  item  of  care  or  service  included  in  the  Medical 
Assistance  Program.   The  purpose  of  the  utilization  review  is  to  measure 
the  pattern  of  care  provided  to  assure  that  it  is  within  the  context  of 
medical  necessity  and  availability  of  facilities  and  services. 

As  discussed  previously,  the  DREW  Bureau  of  Health  Insurance  (BHI) 
performs  quarterly  evaluation  reviews  of  the  medical  service  administrator. 
This  evaluation  includes  a  review  of  the  medical  necessity  of  the  services, 
and  availability  of  facilities  and  services  as  they  relate  to  the  Medicare 
Program.  The  BHI  review  is  not  solely  concerned  with  hospitals,  but  covers 
other  services  provided  to  medicare  recipients,  i.e.,  physicians,  dentists, 
physical  therapists,  and  others. 

Currently  the  department  has  no  procedures  to  provide  for  receiving 
and/or  utilizing  BHI  evaluation  reviews.  We  have  discussed  in  another 
section  of  this  report  where  adjustments  made  by  BHI,  as  a  result  of  over- 
utilization  by  services  providers  under  the  Medicare  Program,  were  made, 
but  no  applicable  adjustments  were  made  by  the  department's  medical  admini- 
strator to  the  Medicaid  Program.  We  believe  that  if  the  department  adopted 
operating  procedures  to  perform  utilization  reviews  of  the  Medicaid  Program 
in  conjunction  with  the  BHI,  that  these  problems  would  not  occur.  While 
the  department  is  required  to  perform  utilization  reviews  continuously  and 
the  BHI  comes  to  the  state  infrequently,  there  can  be  no  joint  effort  in 
all  reviews.  Nevertheless,  the  department,  in  its  utilization  review,  can 
work  with  BHI  and  avail  themselves  of  the  information  gathered  by  them. 

The  department  has  implemented  utilization  reviews  in  the  nursing 
home  and  some  other  service  areas  but  has  not  implemented  a  review  program 
in  the  hospital  service  area.   As  a  consequence,  the  department  is  without 
means  to  determine  the  effectiveness  of  hospital  services  provided  under 
the  Medical  Assistance  Program. 
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During  our  review  of  hospital  services  we  noted  various  instances 
where  the  need  for  hospital  services  appeared  to  be  questionable.   If 
an  effective  utilization  review  program  had  been  operating,  we  believe 
the  questionable  nature  of  some  of  these  practices  would  have  been  re- 
solved.  Since,  however,  some  of  these  areas  involved  medical  judgment 
and  expertise,  we  cite  them  only  as  examples  of  possible  over-utilization 
in  instances  where  less  intensive  and  less  costly  care  may  have  been  in 
order.   We  believe  the  following  two  examples  illustrate  the  need  for 
effective  utilization  reviews  in  the  area  of  hospital  services: 
Example  1.   A  patient  was  hospitalized  for  27  days.   During 
this  confinement  the  patient  was  allowed  to  leave  the  hospi- 
tal on  a  temporary  basis  on  13  afternoons  for  periods  ranging 
in  duration  of  six  to  over  nine  hours  each  day.   The  frequency 
and  duration  of  these  absences  raises  a  question  as  to  the 
need  for  hospital  type  care  which  is  costly. 
Example  2.   A  patient  was  hospitalized  from  January  6,  1971, 
to  February  2,  1971.   During  this  period  the  patient  was 
allowed  to  leave  the  hospital  on  six  days  for  periods  ranging 
up  to  five  hours.   The  same  question  exists  in  this  case  as 
in  the  previous  case,  i.e. ,  was  hospital  type  care  necessary. 
In  view  of  the  significant  level  of  department  expenditures  for 
hospital  services  ($1,988,299)  during  fiscal  year  1969-70,  the  federal 
and  state  plan  requirements,  and  the  possibility  of  over-utilization,  we 
believe  a  program  of  utilization  reviews  of  hospital  services  should  be 
initiated.   Such  a  review  program  would  serve  as  an  important  control  to 
insure  that  only  those  in  need  of  hospital  services  receive  them  and  that 
the  level  of  care  is  commensurate  with  the  recipient's  need. 
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RECOMMEWATIOE 

We  reoormend  that  the  de-partmenty   in  ooriQunation  with  the  BHI, 
implement  a  program  for  utilization  review  of  services  provided 
by  hospital  and  medical  services  vendors  in  accordance  with 
requirements  of  the  State  Plan. 
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DENTAL  SERVICES 

During  our  audit  we  reviewed  the  dental  care  and  service  program  ad- 
ministered by  the  department.   This  program  is  provided  in  accordance  with 
provisions  of  the  Federal  Social  Security  Act,  Title  XIX  (Medicaid),  and 
Title  71,  Chapter  15,  R.C.M.  1947.   Department  responsibility  and  authority 
is  defined  in  the  State  Plan  for  Medical  Assistance  wherein  federal  regu- 
lations and  state  law  are  included. 

Section  4530.7  of  the  department's  Economic  Assistance  Manual,  defines 

dental  care  as: 

"Essential  and  other  emergency  treatment  of  the  teeth  which  is 
provided  under  the  supervision  of  a  dentist.   Dental  services 
will  include  all  emergencies,  all  necessary  fillings  and  treat- 
ment of  acute  infections." 

Those  persons  who  are  eligible  for  medical  assistance,  as  defined  in 
Section  71-1516,  R.C.M.  1947,  and  are  in  need  of  dental  care  may  obtain  such 
services  from  a  licensed  dentist  of  their  choice  in  the  state.   The  dentist 
determines  the  needed  dental  work.   Each  recipient  is  allowed  $40  per  year 
for  dental  services  that  does  not  require  prior  approval  from  the  department. 
If  the  needed  work  costs  less  than  $40,  the  dentist  proceeds  to  perform  the 
work.   If  the  cost  is  in  excess  of  $40,  the  dentist  prepares  a  written 
proposal  of  the  work  to  be  completed.   This  proposal  is  submitted  through 
county  and  department  offices  to  the  department's  medical  administrator. 
The  proposal  is  reviewed  and  approved  by  a  clerk  of  the  administrator ' s 
office  unless  it  appears  questionable.   Questionable  proposals  are  held 
for  review  and  approval  by  the  department's  dental  consultant.  Upon 
approval,  the  services  are  performed  and  billed  by  the  recipient's  dentist. 
The  billings  show  in  detail  what  services  were  provided  on  each  tooth. 

The  department's  records  indicate  that  for  the  1970-71  fiscal  year, 
the  department  paid  $563,985  to  approximately  400  dentists  (vendors)  for 
dental  care  services  provided  to  10,151  public  assistance  recipients. 
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Questionable  Billings 

During  our  review  of  the  dental  area  we  noted  various  paid  claims  that 
appeared  questionable.   Correspondence  files  also  indicated  that  there  were 
problems  with  the  billings  of  some  vendors.   Our  preliminary  findings  raised 
a  question  as  to  whether  some  of  the  services  being  paid  for  were  actually 
being  provided.   To  obtain  a  more  definite  indication  if  the  problem  existed, 
we  contracted  with  a  licensed  dentist  to  perform  some  examinations.   With 
our  assistance  in  obtaining  records  and  escorting  patients  for  whom  the 
department  had  paid  for  dental  services,  the  contract  dentist  examined  the 
patients  to  determine  if  the  specific  services  billed  for  and  paid  were, 
in  fact,  provided.   These  examinations  were  performed  in  late  1971. 

The  examinations  were  limited  to  recipients  in  three  of  Montana's  56 
counties.   The  results  of  the  examinations  confirm  that  a  problem  exists. 
Comparison  of  the  paid  billings  with  the  examination  results  of  the  contract 
dentist  shows  many  discrepancies  for  different  vendors.   The  majority  of 
the  discrepancies  noted  consist  of  billings  and  payment  for  more  fillings 
than  the  examination  of  the  contract  dentist  indicated  now  exist.   Other 
types  of  discrepancies  include: 

1.  Fillings  were  billed  for  but  examination  shows  no  filling  there. 

2.  Fillings  were  billed  for  but  examination  shows  no  tooth  there. 
Patients  indicate  that  teeth  were  pulled  a  long  time  ago. 

3.  Billings  indicate  a  more  expensive  type  of  filling  than  is  there. 

4.  Billings  indicate  extraction  of  tooth,  but  examination  shows 
tooth  still  there. 

The  contract  dentist's  examination  did  not  encompass  the  quality  or 
standard  of  work  performed  but  merely  whether  the  patient  had  received  the 
services  billed  for  and  paid  by  the  department.   For  the  most  part,  the 
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examination  covered  claims  for  services  provided  during  1971,  but  some  of 
the  claims  involved  were  for  services  as  far  back  as  September  1969. 

The  following  statistics  present  a  summary  of  the  results  of  the 
comparison  of  the  claims  with  the  observations  of  the  contract  dentist. 

County 


Total 


1.  Number  of  Vendors  that: 

A.  Were  Paid  for  Work  on 
Recipients  during 
1970-71 

B.  Worked  on  Recipients  that 
Contract  Dentist  Examined 

C.  For  Whom  Discrepancies 
Were  Noted 

2.  Dollar  Cost  of  Billings  for 
Which  Contract  Dentist 
Verified  (Covers  up  to  two 


36 

24 

35 

95 

19 

13 

19 

51 

9 

6 

13 

28 

years  for  some  patients) 

$15,226 

$16,117 

$13,921 

$45: 

,264 

Dollar  Cost  of  Discrepan- 
cies Noted  on  Billings 

$   919 

$   314 

$   141 

$  1: 

,374 

Percentage  of  Dollar 
Discrepancies 

6.0% 

1.9% 

1.0% 

3.o: 

5.  Number  of  Recipients  that 

Contract  Dentist  Examined        95         105         110        310 

6.  Number  of  Recipients  Where 

Discrepancies  Noted  44         33         18         95 

7.  Number  of  Discrepancies  Noted   166         58         22        246 

The  conflicting  information  classified  as  discrepancies  consists  of 
situations  where  no  question  exists  that  there  is  a  distinct  conflict  between 
the  services  billed  for  and  the  results  obtained  from  the  contract  dentist's 
examinations.   In  addition  to  these  distinct  conflicts,  there  are  many  addi- 
tional instances  where  the  contract  dentist's  examination  indicates  that  it 
is  questionable  as  to  whether  the  services  billed  for  were  provided.   However, 
the  above  summary  information  and  the  following  detail  schedule  only  include 
the  distinct  conflicts. 
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Each  tooth  in  the  mouth  is  identified  by  a  number  for  adults  and  by 
an  alphabetical  letter  for  children.   Tooth  surfaces  are  distinguished 
and  identified  by  five  different  locations  on  the  tooth.   In  many  instances, 
the  contract  dentist's  examination  showed  that  the  tooth  billed  for  had 
no  filling  but  another  tooth  next  to  the  one  billed,  or  the  same  type 
tooth  on  the  opposite  side  of  the  mouth,  had  a  filling.   Many  instances 
were  also  observed  where  the  surface  billed  for  had  no  filling  but  another 
surface  on  the  tooth  had  a  filling.   None  of  these  types  of  inconsistencies 
are  included  as  discrepancies  in  our  analysis  because  they  could  be  errors 
in  recording  the  tooth  or  surface  code. 

As  indicated  above,  the  contract  dentist  examined  recipient/patients 
of  51  vendors  who  were  paid  by  the  department,  and  discrepancies  were  noted 
for  28  of  the  vendors.   However,  the  test  was  a  limited  one  and  the  number 
of  patients  examined  for  each  dentist  varied  from  one  to  21.   The  number  of 
discrepancies  noted  per  vendor  varied  from  one  to  many.   Discrepancies  ap- 
peared in  a  consistent  manner  (e.g.,  for  one  vendor,  56  discrepancies  were 
noted  totaling  $329  in  five  of  the  six  recipient/patients  examined)  in  only 
a  few  instances.   For  example,  for  only  eight  of  the  28  vendors  with  dis- 
crepancies were  discrepancies  noted  totaling  $50  or  more. 

On  the  next  page  is  a  sample  listing  of  the  type  of  discrepancies  noted, 

We  did  not  contact  the  vendors  for  whose  billings  discrepancies  were 
noted  to  determine  the  cause  for  the  discrepancies.   No  such  efforts  were 
made  because  the  results  indicated  a  problem  that,  regardless  of  the  cause, 
can  be  corrected  only  by  the  implementation  of  an  effective  system  of 
utilization  review  as  required  by  the  State  Plan  for  Medical  Assistance. 
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The  State  Plan,  Section  V-J-3 ,  provides: 

"The  State  agency  will  establish  a  basis  for  verifying  with 
recipients  whether  services  billed  by  providers  were  actually 
received." 

Only  one  review  procedure  relating  to  dental  services  is  currently  made 

after  the  initial  proposed  treatment  has  been  approved.   This  review  is 

made  by  a  clerk  of  the  medical  administrator  who  reviews  and  approves 

the  billings,  except  those  for  which  she  has  questions  are  held  for  review 

and  approval  by  the  department's  dental  consultant. 

Section  IV-C-6,  of  the  State  Plan,  provides: 

"A  process  of  utilization  review  is  (to  be)  established  for 
each  item  of  care  or  service  included  in  the  State's  Medical 
Assistance  Program" 

Following  this  provision  in  the  plan  is  a  list  of  criteria  to  be  followed 

to  assure  the  provision  is  effectively  administered.   The  department  has 

not  instituted  utilization  review  teams  to  evaluate  the  dental  services 

for  which  it  pays. 

The  discrepancies  noted  above  are  an  example  of  what  can  happen  when 
controls  such  as  those  prescribed  by  the  State  Plan  are  not  effectively 
implemented  and  administered. 

There  is  an  abundance  of  information  available  to  consider  in  imple- 
menting effective  verification  procedures.   Other  states  have  established 
systems  which  are  working  well  and  the  Federal  Social  and  Rehabilitation 
Service  has  information  immediately  available  to  assist  the  department  in 
devising  its  sytem.   Basic  procedures  in  effect  in  some  states  include  the 
following  controls: 

1.  Quality  control  through  evaluation  and  interpretation  of 
X-rays  as  an  integral  part  of  administration  of  dental 
claims. 

2.  All  proposed  dental  care  plans  subject  to  review  by 

professionally  trained  dental  technicians. 

I 
I 


3.   Use  of  licensed  dentists  for  post  evaluation  of  care 
rendered  to  patients. 

The  department  has  had  a  reasonable  amount  of  time  since  the  adoption 
of  federal  regulations  for  service  utilization  reviews  in  the  State  Plan 
(August  15,  1967)  to  have  implemented  this  review  procedure  in  all  service 
areas.  The  department  should  immediately  Implement  the  utilization  review 
procedures  prescribed  by  the  State  Plan  and  seek  the  assistance  of  the  Federal 
Social  and  Rehabilitation  Service  where  necessary  to  develop  and  implement 
a  statewide  system  of  service  review. 

RECOmENDATION 

We  recommend  that  the  department  devise  and  implement  an  effective 
dental  service  utilization  review  program. 

Dental  Care  Authorization 

Department  regulations  provide  that  if  the  cost  of  proposed  dental  care 
services  for  recipients  is  projected  to  exceed  $40,  prior  authorization  is 
required  from  the  department's  dental  consultant  before  the  services  are 
performed.   A  majority  of  the  proposals  are  for  services  in  excess  of  $40. 
In  these  instances,  the  vendor  submits  a  proposal  indicating  his  recommended 
plan  of  treatment.   X-rays  are  not  ordinarily  required  to  accompany  the 
proposal.   After  approval  of  the  plan,  the  dentist  performs  the  services 
and  submits  a  claim  for  payment,  noting  the  services  performed. 

The  proposed  plan  of  care  is  reviewed  and  approved  by  the  chief  clerk 
of  the  department's  medical  administrator.   The  authority  to  approve  the 
dental  care  service  plans  has  been  delegated  to  the  clerk  by  the  dental 
consultant  except  for  questionable  proposals. 

The  medical  administrator  retains  a  copy  of  the  proposal  once  it  is 
approved,  but  performs  only  limited  reviews  to  determine  that  services 
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billed  for  are  limited  to  those  approved  in  advance.   As  discussed  in  the 
above  subsection,  the  department  has  no  followup  review  procedures  to 
determine  whether  or  not  these  billed-for  services  were  received  by  the 
patient.   Accordingly,  the  limited  control  gained  by  the  existing  prior 
authorization  requirement  is  lost  because  the  department  or  medical  admini- 
strator personnel  generally  do  not  know  if  the  approved  plan  has  been 
adhered  to. 

The  following  situation  noted  in  our  review  is  an  example  of  unresolved 
questions  that  arise  with  the  present  dental  services  authorization  system. 
One  vendor  submitted  a  proposal  to  the  department  in  mid-October  1971, 
indicating  that  eight  teeth  of  a  recipient  needed  two  fillings  each.   The 
dentist  with  whom  we  contracted  for  examination  services  examined  the  teeth 
of  the  recipient  later  during  the  month.   Although  the  contract  dentist  did 
not  take  X-rays,  his  examination  disclosed  no  visible  cavities.   The  vendor 
subsequently  billed  the  department  for  fillings  put  in  the  teeth  in  January 
1972. 

We  discussed  with  officials  of  other  states  as  to  their  dental  care 
program  authorization  procedures.   The  information  received  indicates  that 
they  have  much  more  comprehensive  and  effective  review  procedures  than 
the  department  does.   Some  of  these  procedures  followed  in  other  states 
that  vary  substantially  from  those  currently  utilized  in  Montana  are: 

1.  All  proposed  services  except  emergency  needs  require  prior 
authorization. 

2.  X-rays  must  accompany  all  proposals  for  services. 

3.  Full-time  professional  dentist (s)  evaluate  the  proposals 
utilizing  the  X-rays. 
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Analysis  of  these  procedures  indicates  the  weaknesses  in  the  depart- 
ment's current  authorization  procedure.   The  department's  authorization 
program  would  be  effectively  strengthened  by  the  adoption  and  implementation 
of  similar  procedures. 

RECOMMENDATION 

We  reaommend  that  the  department  devise  and  implement  a  dental 
service  approval  plan  that  will:      (1)   insure   tJiat  recommended 
services  are  needed;    (2)   insure  that  providers  are  aware   that 
their  recommended  services  and  performance  of  services  are 
subject  to  peer  review;   and   (2)  provide  for  retention  of  a 
record  of  approved  services  so  subsequent  review  may  determine 
receipt  of  such  services. 
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PHYSICAL  THERAPY  SERVICES 

Physical  therapy  is  a  medical  service  provided  for  under  the  Medical 
Assistance  Program.   Section  249.10(11)  of  the  Code  of  Federal  Regulations, 
relative  to  this  service,  requires  that  physical  therapy  be  prescribed  by 
a  physician  and  provided  to  a  patient  under  the  supervision  of  a  qualified 
physical  therapist. 
Utilization  Reviews 

Our  review  of  payments  for  physical  therapy  services  included  inter- 
views with  patients  of  nursing  homes  for  whom  physical  therapy  services  were 
billed.   The  results  of  these  interviews  appear  to  indicate  that  one  physical 
therapist  submitted  claims  for  therapy  services  he  did  not  perform.   The 
majority  of  the  patients  concerned  indicated  that  the  therapy  services 
billed  to  the  department  were  either  not  provided  or  were  provided  by 
nurses'  aides  who  were  employees  of  the  facility.   The  billings  of  this 
vendor  for  which  our  review  covered  totaled  over  $9,000  for  1970-71. 

One  patient  revealed  that  all  physical  therapy  provided  was  performed 
by  a  nurses'  aide  who  was  on  the  staff  of  the  nursing  home.   Based  on  the 
claims  we  reviewed,  the  therapist  billed  the  department  in  excess  of  $800 
for  services  to  this  patient  that  may  not  have  been  performed. 

Another  patient,  for  whom  therapy  claims  in  excess  of  $140  were  sub- 
mitted, stated  that  she  had  never  received  therapy  from  the  therapist, 
but  had  received  therapy  from  nurses'  aides. 

The  wages  of  these  nurses'  aides  are  included  in  the  rates  paid  directly 
to  the  nursing  home  for  the  care  of  these  patients. 

Based  upon  our  review  of  this  area,  it  appears  the  physical  therapist 
billed  and  received  payment  for  services  which  he  did  not  render. 
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Federal  regulation  250.20  requires  a  process  of  utilization  review 
be  established  by  the  department  to  monitor  items  of  specified  care  and 
service  provided  to  recipients  of  medical  assistance.  Physical  therapy 
services  are  specified  services  subject  to  utilization  reviews. 

Physical  therapy  services  are  rendered  to  recipients  in  hospitals, 
extended  care  facilities,  and  institutions.   As  discussed  in  other  sections 
of  this  report,  the  department  has  not  properly  provided  for  utilization 
reviews  of  services  rendered  by  providers  of  medical  services.   We  determined 
from  our  discussion  with  department  and  medical  coordinator  personnel  that 
there  is  no  utilization  review  of  physical  therapy  services  billed  to  the 
department  through  the  Medical  Assistance  Program. 

In  order  to  effectively  control  payments  made  for  such  services,  a 
system  of  utilization  review  should  be  established  as  prescribed  by  the 
federal  regulations. 

RECOMMENDATION 

We  reoonmend  that  the  department  require  utilization  reviews  of 
physical  therapy  services  provided  to  medical  assistance  re- 
cipients as  required  by  federal  regulations. 

Medicare  Cost  Sharing 

We  observed  that  some  physical  therapists  submit  claims  to  the  depart- 
ment for  the  entire  cost  of  physical  therapy  services  provided  to  patients 
who  qualify  under  the  federally  financed  Medicare  Program. 

Federal  regulations  provide  that  the  Medicare  Program  will  pay  up  to 
80%  of  eligible  physical  therapist  costs.   The  remaining  20%  is  shared  on 
the  medicaid  federal-state-county  matching  basis.   The  medicare  criteria 
requires  that  the  patient  must  be  65  years  of  age  or  older;  the  service  be 
furnished  at  a  qualified  hospital,  extended  care  facility,  or  home  health 
agency;  and  the  service  be  furnished  under  a  plan  established  and  periodically 
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reviewed  by  and  under  the  direct  supervision  of  a  physician. 

Claims  submitted  to  the  department's  medical  administrator  contain 
information  that  indicates  the  patients  are  eligible  under  medicare.   For 
example,  many  of  these  claims  indicate  the  recipient  of  services  to  be 
over  65  years  of  age  and  domiciled  in  an  extended  care  facility.   Dis- 
cussions with  personnel  of  the  medical  administrator,  which  is  responsible 
for  approving  these  claim  payments,  indicated  that  they  have  no  way  of 
determining  which  facilities  are  qualified  under  medicare  criteria  as  ex- 
tended care  facilities. 

Federal  participation  in  the  Medicaid  Program  is  67.16%.   The  state 
and  counties  are  required  to  contribute  32.8A%  for  expenditures  under  this 
program.   Any  medical  expenditures  which  can  appropriately  be  allocated 
to  the  80%  federally  financed  Medicare  Program  reduces  state  and  county 
costs.   In  fact,  federal  regulation  249.41  prohibits  expenditures  under 
the  department's  Medicaid  Program  when  such  expenditures  can  be  provided 
for  under  the  Medicare  Program. 

Considering  the  above,  we  believe  that  the  department  should  require 
the  medical  administrator  to  apply  medical  service  costs  of  public  assistance 
recipients  to  the  Medicare  Program  when  possible.   This  can  be  accomplished 
by  the  department  providing  the  administrator  with  the  appropriate  criteria 
necessary  to  determine  eligibility  for  participation  in  the  Medicare  Program. 
This  criteria  should  include  an  automatic  verification  for  all  recipients 
who  are  65  years  of  age  or  more. 

RECOMMENDATION 

We  recommend  that  the  department  establish  criteria  for  determination 

of  recipients'  eligibility  for  medical  services  under  the  Medicare 

Program  and  require  the  medical  administrator  to  pay  medical  claims 

under  the  Medicaid  Program  only  when  such  other  resources  have 

been  exhausted. 
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DRUGS 

The  Medical  Assistance  Program,  as  authorized  by  Title  XIX  of  the 
Social  Security  Act,  provides  for  the  payment  of  drug  costs  to  vendors 
on  behalf  of  those  public  assistance  recipients  who  qualify  for  medical 
assistance. 

The  amount  of  drug  claims  paid  by  the  department  during  the  1970-71 
fiscal  year  was  $952,127,  which  represents  about  8%  of  the  total  medical 
assistance  payments. 

The  department  pays  for  drugs  prescribed  by  physicians  for  recipients 
receiving  medical  assistance.   The  State  Plan  provides  that  the  payments 
be  limited  to  $15  per  recipient  per  month  and  that  reimbursement  to  the 
vendor  be  on  the  basis  of  customary  charges  which  are  reasonable.   After 
filling  the  prescription  for  the  recipient,  the  vendor  (pharmacist)  completes 
the  claim  for  payment,  sends  it  to  the  county  office  which  in  turn  submits 
it  to  the  department.   The  department  sends  the  billings  to  the  department's 
medical  administrator  which  then  processes  the  claim  for  payment,  prepares 
the  checks,  and  sends  them  back  to  the  department  for  distribution. 

During  our  audit,  we  observed  areas  relating  to  the  drug  services 
provided  recipients  where  we  believe  the  Medical  Assistance  Program  can 
be  improved.   These  areas  are  discussed  in  the  following  comments. 
Elimination  of  Non-Legend  Drugs 

Prior  to  October  1971,  the  department  paid  for  all  drugs  designated  by 
a  physician  as  being  needed.   In  October,  the  policy  was  changed  and  non- 
legend  drugs,  those  that  can  be  purchased  over  the  counter  without  a  physi- 
cian's prescription,  were  eliminated  from  the  program.   Legend  drugs  are 
defined  as  those  requiring  a  prescription  prepared  by  a  physician.   This 
policy  change  was  made  because  of  certain  problems  in  the  non-legend  area. 
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Most  notably,  the  state  was  paying  more  for  these  "shelf  items"  than  the 
regular  customer  because  of  the  added  handling  and  accounting  costs  incurred 
by  the  pharmacists. 

The  medical  administrator  has  been  given  the  responsibility  for  imple- 
menting this  new  requirement.   However,  we  were  advised  that  procedures  or 
controls  have  not  been  established  to  assure  that  the  state  does  not  pay 
for  non-legend  drugs. 

In  order  to  assure  that  the  policy  is  followed,  the  necessary  guide- 
lines must  be  established.   The  employees  responsible  for  reviewing  the 
drug  claims  must  be  able  to  distinguish  between  legend  and  non-legend 
drugs.   Two  publications  ("American  Druggist  Blue  Book"  and  "Drug  Topics 
Red  Book")  contain  listings  of  the  drugs  available  through  the  various 
manufacturers  and  indicate  whether  the  drugs  require  a  prescription.   These 
publications  are  acceptable  standards  and  could  be  adopted  as  a  basis  for 
deciding  whether  a  drug  is  legend  or  non-legend. 

RECOMMENDATION 

We  reaommend  that  the  department  establish  acceptable  standards  to 

define  drugs  requiring  prescriptions  and  which  therefore  will  be 

paid  through  the  drug  program. 

Payment  Procedures 

Section  71-1514,  R.C.M.  1947,  requires  that  the  department  provide 
reasonable  freedom  of  choice  to  the  recipients  of  medical  aid  to  select 
the  vendor  or  provider  of  medical  care,  services,  or  prescribed  drugs. 
This  requirement  is  consistent  with  federal  statutes.   The  department 
does  not  restrict  in  any  manner  the  freedom  of  choice  of  the  recipients 
to  select  vendors.   Consequently,  the  recipients  are  currently  allowed 
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to  obtain  their  prescribed  drugs  from  different  licensed  pharmacies 
throughout  any  given  month. 

Allowing  recipients  to  change  drug  vendors  during  the  month  auto- 
matically increases  the  number  of  drug  claims  submitted.   When  recipients 
obtain  drugs  from  two  or  three  vendors  during  the  month,  each  vendor 
submits  a  claim  for  payment  and  this  necessarily  increases  the  cost  of 
processing  such  claims. 

The  practice  of  changing  vendors,  coupled  with  the  $15  monthly  limi- 
tation, has  also  created  one  of  the  major  problems  confronting  the  pharma- 
cists.  Since  claims  are  paid  on  a  first-come,  first-served  basis,  the 
vendors  have  no  assurance  at  the  time  the  prescriptions  are  filled  that 
the  recipient  has  not  exceeded  the  $15  limitation  at  another  pharmacy  or 
combination- thereof .   We  were  advised  that  in  many  cases  the  vendors  must 
absorb  the  losses  for  claims  submitted  in  excess  of  the  $15  limitation. 
In  our  review  of  the  drugs  provided  by  the  vendors  under  the  Medical 
Assistance  Program,  we  noted  instances  where  vendors  attempted  to  receive 
payment  from  the  department  to  recover  such  losses  by  submitting  subse- 
quent claims  containing  incorrect  information. 

Because  the  vendors  do  not  know  whether  the  limitation  has  been  ex- 
ceeded, the  department  must  handle  a  number  of  claims  which  would  ordinarily 
not  be  submitted  if  the  vendors  knew  that  the  limitation  was  exceeded. 

The  following  schedule  reflects  the  extent  to  which  the  number  of 
drug  claims  submitted  exceeded  the  number  of  recipients  receiving  drugs 
during  1970-71. 
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6,224 

5,370 

854 

8,635 

7,035 

1,600 

7,362 

6,084 

1,278 

7,363 

6,762 

601 

8,846 

7,262 

1,584 

8,035 

6,889 

1,146 

8,702 

7,335 

1,367 

9,778 

8,141 

1,637 

8,868 

7,573 

1,295 

8,251 

7,172 

1,079 

11,300 

8,957 

2,343 

10,423 

8,369 

2,054 

103,787 

86,949 

16,838 

No.  of  Claims  No.  of  Recipients 
Month  Submitted     Receiving  Drugs    Difference 

July  1970 

August 

September 

October 

November 

December 

January  1971 

February 

March 

April 

May 

June 

Total 


In  addition  to  the  costs  incurred  for  accounting,  handling,  and  filing 
claims  by  the  county  offices  and  the  department,  the  state  pays  the  medical 
administrator  based  on  actual  costs.   If  the  number  of  claims  can  be  reduced 
the  costs  incurred  by  the  medical  administrator  will  also  decrease. 

During  1970-71,  the  medical  administrator  billed  the  department  67c 
per  claim  processed  and  paid  on  a  monthly  basis.  Minor  adjustments  were 
made  at  the  end  of  six  months  and  at  year-end  to  reconcile  the  amounts 
billed  and  paid  with  the  actual  costs  incurred  by  the  administrator.   Al- 
though reduction  in  the  number  of  claims  may  not  be  directly  proportional 
to  a  reduction  in  the  actual  costs  incurred,  applying  the  67c  billing  rate 
to  the  16,838  claims  processed  beyond  one  per  recipient  results  in  a 
potential  cost  reduction  of  over  $11,000.   This  would  be  in  addition  to 
the  reduced  handling  cost  of  the  counties  and  the  department. 

We  believe  there  is  a  more  efficient  method  that  would  continue  to 
give  the  recipient  freedom  of  choice  to  select  a  vendor.   This  method  would 
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merely  require  that  once  the  selection  is  made,  the  recipient  would  be 
required  to  limit  his  subsequent  drug  acquisitions  to  the  selected  vendor 
unless  specific  approval  to  change  is  acquired  from  the  appropriate  county 
office.   The  name  of  the  selected  vendor  should  be  entered  on  the  recipient's 
identification  card.   This  would  allow  the  vendors  to  account  for  the  $15 
limitation,  to  submit  one  claim  per  month  per  recipient,  and  be  assured 
of  payment.   The  department  could  notify  the  designated  pharmacist  on  a 
timely  basis  when  a  recipient  is  no  longer  eligible.   The  reduction  in 
claims  should  significantly  reduce  the  processing  costs  for  the  county, 
state,  medical  administrator,  and  pharmacists. 

Presently  the  department  is  considering  implementing  a  monthly  card 
identification  system.   This  system  would  require  the  vendors  to  indicate 
on  the  back,  of  the  card  the  prescriptions  filled,  costs,  etc.   This  system 
is  in  the  planning  stages  and  we  did  not  evaluate  its  full  impact.   It 
appears  that  the  system  would  provide  the  necessary  information  to  the 
vendors  concerning  the  $15  limitation,  however,  it  would  not  reduce  the 
number  of  claims  submitted  as  significantly  as  requiring  the  recipients 
to  limit  their  purchases  to  one  vendor  during  the  month.   For  example,  if 
a  recipient  purchased  a  total  of  $14  worth  of  drugs  in  one  month  from  three 
vendors,  it  would  still  be  necessary  to  process  at  least  three  drug  claims. 
In  addition,  this  system  would  require  additional  work  on  the  part  of  the 
pharmacists. 

One  objection  was  raised  regarding  the  suggestion  to  limit  the  recipient 
to  one  vendor.   Basically  this  objection  concerned  cases  where  the  recipient 
lived  in  one  city  and  on  occasion  used  the  services  of  a  physician  in  another 
city.   The  physician  might  prescribe  drugs  and  it  would  be  more  convenient 
to  obtain  these  drugs  in  the  same  city.   On  occasion  it  may  also  be  impossible 
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for  the  recipient  to  immediately  return  to  his  home  town  to  purchase  the 
drugs   from  the  designated  vendor,  and  yet  it  may  be  necessary  for  the 
recipient  to  take  the  drugs  the  same  day  the  prescription  is  given  by 
the  physician.   We  believe  that  the  number  of  cases  where  it  is  absolutely 
necessary  to  purchase  the  drugs  from  another  vendor  would  not  be  signifi- 
cant enough  to  prohibit  the  implementation  of  this  new  policy. 

Cases  such  as  described  above  could  be  controlled  and  approved  through 
the  appropriate  county  offices. 

The  State  Plan,  Section  V-J-3,  provides: 

"The  State  agency  will  establish  a  basis  for  verifying  with 
recipients  whether  services  billed  by  providers  were  actually 
received." 

The  department  has  not  developed  procedures  to  assure  that  the  drugs 
are  actually  received  by  the  recipients  prior  to  payment.   We  were  advised 
by  some  recipients  that  on  occasion  they  did  not  receive  drugs  paid  for  by 
the  department  on  their  behalf.   A  minor  change  in  procedures  would  provide 
some  assurance  that  the  drugs  were  actually  received.   The  claim -forms  used 
as  the  basis  for  payment  currently  do  not  provide  for  the  recipient's  signa- 
ture.  Requiring  the  recipient's  signature  on  the  drug  claims  would  provide 
additional  substantiation  of  justification  for  payment.   This  procedure 
is  not  without  precedent  in  that  we  understand  another  federal  assistance 
program  requires  the  customer's  signature  on  the  monthly  billings  which 
list  the  drugs  received.   This  procedure  is  also  currently  being  practiced 
by  the  State  of  Colorado  in  their  Medicaid  Program. 

If  it  is  necessary  for  someone  other  than  the  recipient  to  obtain  the 
drugs,  some  form  of  written  authorization  from  the  recipient  should  be 
provided  the  pharmacists  and  accompany  the  claim  for  payment.   Drug  pre- 
scriptions should  not  be  filled  without  this  written  authorization  or  the 
recipient's  signature. 
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RECOMMENDATION 

We  recorrmend  that  the  department: 

2.      Restrict  each  recipient's  purchase  of  drugs  to  one  selected 
vendor 3   record  the  vendor  selected  on  the  recipient's 
identification  card,   and  allow  the  recipients  the  oppor- 
tunity to  change  their  choice  of  vendors  only  with  proper 
approval. 
2.     Require  the  recipient ' s  signature  on  all  drug  claims 
prior  to  payment  and  establish  other  forms  of  written 
authorization  to  assure  receipt  of  the  drugs  when  it  is 
necessary  for  someone  else  to  obtain  the  drugs  for  the 
recipient. 

Cost  Plus  a  Professional  Fee 

The  department  is  responsible  for  assuring  that  payments  for  drugs 
are  not  in  excess  of  reasonable  charges  consistent  with  efficiency,  economy, 
and  quality  of  care.   Under  the  present  policy,  the  vendors  charge  the 
"usual  retail  rate."  This  is  a  difficult  criteria  to  administer,  and  the 
medical  administrator  does  not  review  and  monitor  the  drug  claims  to  deter- 
mine their  reasonableness  and  consistency.   Consequently,  the  prices  charged 
the  department  vary  from  vendor  to  vendor. 

The  following  schedule  compares  the  prices  charged  the  department  by 
various  vendors  for  a  selected  sample  of  the  same  drugs  during  May  1971. 
The  rates  presented  do  not  necessarily  represent  the  highest  and  lowest 
charges  for  the  drug  listed  but  are  merely  differences  noted  for  the  same 
quantity. 
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Description 

qty. 

Vendor 

Vendor 

Difference 

Percent 

Aristocort  crm 

15  gm 

$  9.65 

$  7.95 

$  1.70 

21.3 

Polycillin  125 

80  cc 

6.05 

3.95 

2.10 

53.2 

Valium  5  mg 

30 

4.85 

3.00 

1.85 

61.7 

Hygroton  100  mg 

50 

9.30 

7.50 

1.80 

24.0 

Lasix 

30 

7.20 

5.25 

1.95 

37.1 

Hydrodiuril  50  mg 

30 

4.45 

3.50 

.95 

27.1 

Natabec 

100 

6.90 

5.20 

1.70 

32.7 

Indocin 

90 

10.50 

8.30 

2.20 

26.5 

Desbutal  15  mg 

30 

6.75 

5.00 

1.75 

35.0 

Salutensin 

30 

5.45 

4.29 

1.16 

27.0 

Prescoline  25  mg 

100 

8.95 

6.60 

2.35 

35.6 

Total 

$80.05 

$60.54 

$19.51 

32.2 

As  shown  above,  the  vendors,  based  on  lowest  prices,  charged  from  21 
percent  to  61  percent  higher  for  the  same  drugs. 

We  reviewed  other  drug  claims  for  the  same  drugs  but  different  quantities 
and  compared  the  unit  prices  charged  by  different  vendors.   Again,  the  dif- 
ference in  unit  prices  varied  much  the  same  as  the  schedule  above.   In  some 
cases  the  percent  of  difference  was  reasonable  because  the  highest  unit 
price  was  for  a  smaller  quantity.   For  example,  in  one  case  the  difference 
between  the  low  and  the  high  unit  price  was  about  6  percent  and  the  higher 
unit  price  was  for  the  smaller  quantity.   However,  this  was  not  the  case 
in  other  comparisons.   For  example,  one  vendor  charged  $6.77  for  50  units 
of  Regroton,  or  a  unit  price  of  $0,135,  and  another  vendor  charged  $15.00 
for  100  units,  or  a  unit  price  of  $0,150.   In  all  these  examples  the  vendors 
could  be  charging  the  "usual  retail  rate"  because  this  criteria  is  not 
defined  and  there  are  no  guidelines  or  ranges  established  to  control  the 

amounts  charged. 
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As  of  June  30,  1969,  42  states  administered  drug  programs  and  only 
four  other  states  paid  on  the  "usual  retail  rate"  method.   The  majority  of 
the  states  (24)  paid  on  a  cost  plus  professional  fee  basis,  and  others  paid 
on  a  cost  plus  percentage  and/or  fee  basis.   A  cost  plus  percentage  of  cost 
basis,  however,  does  not  provide  any  incentive  to  purchase  economically. 
The  cost  plus  a  professional  fee  system  is  easier  to  administer  and  results 
in  less  cost  to  the  program. 

The  majority  of  the  states  using  this  system  base  the  cost  of  the  drugs 
on  the  prices  listed  in  the  aforementioned  "Blue"  and/or  "Red"  Books.   These 
two  publications  list  the  prices  charged  by  the  manufacturers  of  the  various 
drugs.   The  fees  allowed  by  other  states  in  the  1968-69  fiscal  year  ranged 
from  $1.10  to  $2.30.   A  number  of  states  allow  the  cost  plus  professional 
fee  or  the  usual  charge  if  it  is  less.   In  order  to  compare  the  actual  prices 
charged  by  the  vendors  with  a  cost  plus  professional  fee  system,  we  used  the 
current  Blue  Book,  as  the  cost  basis  and  added  a  fee  of  $1.50  per  prescription. 
The  Blue  Book  costs  were  based  on  units  of  100  and  the  drugs  selected  were 
all  legend.   The  following  schedule  shows  the  results  of  our  comparison. 


COMPARISON  OF  ACTUAL  PRICES  CHARGED 

THE  STATE  IN  MAY  1971  TO  BLUE  BOOK  COSTS  PLUS 

$1.50  PROFESSIONAL  FEE 

Actual       Blue  Book 
Price  Charged   Cost  Plus 
Description  The  State        Fee     Difference  Percent 

Natabec 
Salutensln 
Declomyein  Syrup 
Regroton 
Adeflor  1  mg 
Tanderil 
Talwin 
Valium  5  mg 
Percodan  Tabs 
Desbutal  15  grad. 
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$  6.90 

$  4.80 

$  2.10 

44% 

4.29 

3.68 

.61 

17 

7.80 

5.94 

1.86 

31 

6.77 

5.63 

1.14 

20 

14.25 

13.75 

.50 

4 

14.84 

9.85 

4.99 

51 

4.30 

3.77 

.53 

14 

3.95 

3.89 

.06 

2 

3.10 

2.56 

.54 

21 

6.25 

4.87 

1.38 

28 

Description 

Nagua  4  mg 
Diamox  250  mg 
Darvon  Compound  65 
Etrnfron  2-25 
Pronestyl  500 
Natabec 

Lellaril  25  mg 
Lomotil  Tabs 
Pertofrane  25  mg  cap, 
Prescoline  25  mg 
Cyclospasmol 
Lasix 
Betapen  VK 
Benodectin  tabs 
Salutensin 
Indocin  25  mg 
Principen  125 
Gantrisin 
Butazoldin  Alka 
Arlidin  6  mg 
Navane  2  mg 
Sumycin 

Periactin  4  mg 
Valium  10  mg 
Orinase  5  gm 
Tanderil  100  mg 
ProBanthine  15  mg 
Engran  Hp 
TriViFlor 
Hydrodiuril  50  mg 
Fero  Folic  500  mg 
Lasix  40  mg 
Norf lex 

Hydroton  100  mg 
Salutensin  Tabs 
Aldoril  25 
Urised 
Phenaphen  #3 
C eve span  150  mg 
Tegretol  200  mg 

Total 


Actual 

Blue  Book 

Price  Charged 

Cost  Plus 

The  State 

Fee 

Difference 
$   .25 

Percent 

$  3.60 

$  3.35 

7% 

3.20 

3.66 

(.46) 

(13) 

10.98 

8.82 

2.16 

24 

19.50 

12.70 

6.80 

54 

6.00 

5.43 

.57 

10 

6.00 

4.80 

1.20 

25 

6.75 

5.46 

1.29 

24 

6.45 

4.89 

1.56 

32 

16.10 

10.61 

5.49 

52 

8.95 

5.60 

3.35 

60 

6.55 

4.38 

2.17 

50 

5.25 

4.02 

1.23 

31 

6.00 

2.91 

3.09 

106 

7.50 

5.83 

1.67 

29 

6.00 

5.13 

.87 

17 

10.50 

7.80 

2.70 

35 

4.25 

3.68 

.57 

15 

3.15 

2.92 

.23 

8 

7.65 

5.50 

2.15 

39 

5.05 

4.46 

.59 

13 

11.19 

10.38 

.81 

8 

4.50 

2.93 

1.57 

53 

6.40 

3.95 

2.45 

62 

5.50 

4.70 

.80 

17 

4.75 

4.00 

.75 

19 

8.50 

5.68 

2.82 

50 

8.35 

5.76 

-2.59 

45 

7.15 

5.10 

2.05 

40 

4.95 

4.00 

.95 

24 

3.50 

3.34 

.16 

5 

7.50 

2.71 

4.79 

177 

15.00 

9.90 

5.10 

52 

4.25 

3.23 

1.02 

32 

9.30 

5.50 

3.80 

69 

10.00 

7.30 

2.70 

37 

8.00 

5.75 

2.25 

39 

4.85 

2.70 

2.15 

80 

4.20 

2.70 

1.50 

56 

9.00 

6.66 

2.34 

35 

7.00 

6.00 

1.00 

17 

$365.77 

$272.98 

$92.79 

34% 

The  claims  listed  represent  the  charges  submitted  by  vendors  in  29  dif- 
ferent communities.   The  drugs  listed  were  not  discriminately  selected  but 
represent  the  entire  group  pulled  for  comparison.   The  percentages  represent 
the  ratio  of  the  difference  to  the  cost  plus  professional  fee  amount. 
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In  other  words,  over  all,  the  vendors  charged  about  34  percent  in  addition 
to  the  cost  plus  $1.50  professional  fee.   Projection  of  this  result  to  the 
total  expenditures  for  drugs  by  the  department  for  1969-70  of  $952,127 
results  in  over  $240,000  in  cost  paid  in  excess  of  the  Blue  Book  cost 
plus  $1.50  fee.   We  believe  that  this  sufficiently  demonstrates  a  need 
for  the  department  to  examine  the  present  methods  used  to  establish  the 
prices  charged  for  legend  drugs  with  a  view  toward  establishing  a  cost 
plus  professional  fee  system,  which  is  widely  used  in  other  states. 

RECOMMENDATION 

We  reoormend  that  the  department  adopt  the  cost  plus  professional 
fee  or  usual  price  if  less  method  of  paying  for  drugs. 

Increased' Prescription  Fees  for  Medicaid 

As  stated  previously  at  the  beginning  of  the  drug  section,  the  reim- 
bursement to  the  various  vendor  pharmacies  for  the  prescriptions  filled 
for  medicaid  recipients  is  required  to  be  on  the  basis  of  customary  charges 
which  are  to  be  reasonable.  Many  of  the  vendors  have  apparently  taken  the 
position  that  a  reasonable  charge  to  a  public  assistance  recipient  is  a 
rate  higher  than  that  to  a  non-recipient.   During  our  review  of  the  drug 
program  we  noted  numerous  instances  where  the  charge  to  the  department 
for  a  specific  drug  for  orders  filled  under  the  Medicaid  Program  was  sub- 
stantially higher  than  the  charge  for  the  same  item  to  a  non-recipient. 
Some  of  the  more  predominant  examples  are  detailed  below. 

(a)  An  ointment  had  a  price  of  $1.89  printed  on  the  box  by  the 
manufacturer.   The  vendor  discounted  the  item  and  priced  it 
at  $1.79.   At  the  same  time,  this  vendor  sold  it  to  public 
assistance  recipients  for  $2.89. 
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(b)  A  vendor  sells  a  bronchial  asthma  treatment  for  $3.49  to 
non-recipient  customers,  which  is  a  discount  from  the  manu- 
facturer's suggested  list  price  on  the  box  of  $3.75.   The 
department  is  charged  $4.75  for  the  same  drug  when  filled 
for  a  recipient. 

(c)  A  telephone  call  to  a  pharmacy  was  made  to  verify  drug  prices. 
The  caller  did  not  identify  himself  as  being  on  public  assist- 
ance.  The  prices  quoted  by  the  pharmacy  were  compared  to  the 
prices  charged  by  this  same  pharmacy  to  the  department  for 
recipients.   The  comparisons  are  as  follows: 


Price 

Price  Charged  to 

Quant i 

ii 

Name  of  Drug 

Quoted 

the 

Department 

12 

Emp  #3 

$  1.29 

$2.60 

18 

Seconal  100  mg 

.67 

2.00 

802 

Dime tone 

2.43 

3.85 

30 

Dimetapp 

2.50 

4.95 

100 

Halvorestin 

25.00 

36.60 

(d)  A  vendor  charges  $4.33  for  an  item  to  regular  customers  but 
marks  it  up  an  additional  $6.16,  for  a  total  price  of  $10.49, 
when  the  customer  is  a  recipient  who  received  the  item  under 
Title  XIX  of  the  Medicaid  Program. 

(e)  Comparison  of  another  vendor's  prices  to  the  department  and 
to  his  regular  customers  disclosed  the  following: 
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Price  to       Price  Charged  to 
Quantity    Name  of  DruR      Regular  Customer    the  Department 

24  Empirin  Cpd  #3  $  3.20  $  4.25 

12  Ilosone  250  mg  2.78  4.74 

21  Ovulen  1.39  3.26 

21  Ovral  1.59  3.57 

30  Darvon  Cpd  65  2.33  4.49 

40  Thiosuiril  3.76  4.99 

The  department  has  taken  the  position  that  the  excessive  charges  were 
mainly  with  the  non-legend  drugs.   In  an  attempt  to  solve  the  problem,  the 
department  removed  the  non-legend  drugs  from  the  Medicaid  Program.   Our 
examples  above  include  both  legend  and  non-legend  drugs. 

The  vendors  have  claimed  that  the  reason  for  the  higher  prices  charged 
to  recipients  is  because  of  the  increase  in  accounting  and  handling  services. 
When  the  total  charges  are  more  than  $15  during  the  month,  the  vendor  is 
required  to  bill  the  county  for  the  excess  over  $15. 

We  are  of  the  opinion  that  as  long  as  the  department  is  willing  to 
reimburse  the  vendors  for  whatever  price  is  shown  on  the  claim  that  there 
will  be  abuses  of  the  drug  program  through  excessive  charges. 

We  believe  that  the  differences  of  the  drug  prices  charged  to  the 
department  under  the  Medicaid  Program  between  the  vendors  for  the  same 
drug,  as  well  as  the  differences  in  the  prices  charged  to  the  department 
and  to  the  non-recipients  for  the  same  drug  is  unjustified.   We  further 
believe  that  the  department  should  not  tolerate  such  a  pricing  method.   The 
usual  and  customary  charges  as  are  now  permitted  by  the  department,  along 
with  the  lack  of  policies  and  procedures  by  the  department  to  administer 
such  a  pricing  method,  is  too  permissive  in  that  it  allows  the  vendors  to 
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charge  any  price  because  they  know  that  the  department  does  not  effectively 
administer  pricing  controls. 

Implementation  of  the  preceding  recommendation  concerning  the  cost 
plus  professional  fee  structure  for  fees  should  substantially  reduce  the 
Inequities  discussed  in  this  section.   However,  there  will  still  be  a  need 
to  monitor  the  program  to  determine  that  it  is  operating  properly. 

EECOMMENDATION 

We  recommend  that  the  department  establish  the  necessary  review 
and  audit  procedures  to  assure  that  prescription  drug  fees  for 
the  Medicaid  Program  are  consistent  with  fees  charged  to  other 
customers . 
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THIRD  PARTY  LIABILITY 

Our  tests  of  selected  claims  paid  by  the  medical  administrator  indicate 
a  need  for  additional  administrative  controls  relating  to  the  identification 
of  claims  for  services  that  might  be  covered  in  whole  or  in  part  by  a  re- 
cipient's private  health  insurance  policy  or  a  damage  settlement  resulting 
from  a  suit  against  a  third  party. 

Section  250.31  of  the  Code  of  Federal  Regulations  requires  that  state 
plans  provide  that  the  state  agency  will  take  reasonable  measures  to  ascertain 
any  legal  liability  of  third  parties  for  the  medical  care  and  services  included 
under  the  plan,  the  need  for  which  arises  from  injury,  disease,  or  disability 
of  applicants  for  or  recipients  of  medical  assistance.  Montana's  State  Plan 
for  Medical  Assistance  provides  for  the  identification  of  such  resources, 
and  Section  A211  of  the  department's  Economic  Assistance  Manual  fixes  the 
responsibility  for  checking  claims  for  applicable  health  insurance  credits 
with  the  counties.   The  manual  also  provides  in  the  same  section  for  the 
determination  of  other  third  party  liability  and  the  making  of  a  subrogation 
agreement  with  the  recipient  requiring  direct  payment  to  the  department  when 
a  legal  suit  is  pending  and  it  appears  it  will  take  more  than  three  months 
to  settle  the  suit.   Insurance  duplications  and  other  third  party  liability 
are  discussed  separately  in  the  following  comments. 
Insurance  Duplications 

In  our  review  of  correspondence  accompanying  collections  by  the  depart- 
ment, we  noted  a  high  incidence  of  insurance  payments  resulting  in  refunds 
of  medical  payments  made  by  the  department.   This  situation  arises  when  the 
department  pays  a  medical  claim,  the  vendor  also  receives  payment  from  an 
insurance  policy  that  covered  the  recipient,  and  the  vendor  returns  the 
insurance  payment  to  the  department. 
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The  department's  record  of  refunds  in  many  cases  does  not  identify  the 
reasons  for  the  refunds.   Because  of  this,  the  amount  of  refunds  due  to 
undetected  health  insurance  cannot  be  determined  with  the  existing  system. 
However,  in  a  sample  of  38  refunds  where  a  reason  was  identified,  19,  or  50%, 
of  such  refunds  consisted  of  insurance  payments  remitted  by  medical  vendors 
because  the  department  had  already  paid  for  the  same  service.   During  the 
fiscal  year  ended  June  30,  1970,  total  refunds  of  medical  assistance  were 
$20,930,  and  a  substantial  portion  of  these  refunds  were  caused  by  insurance 
payments  for  medical  service  already  paid  for  by  the  department.   We  made 
no  attempt  to  estimate  the  amount  of  private  insurance  proceeds  that  vendors 
may  not  have  refunded  to  the  department  or  the  vendors  may  have  been  able 
to  obtain  in  lieu  of  medical  assistance.   The  extent  to  which  such  situations 
may  have  existed  constitutes  an  additional  unnecessary  expenditure  of  medical 
assistance  payments  by  the  department. 

In  one  case  we  noted  that  a  health  insurance  policy  and  dental  plan 
were  in  force  for  an  AFDC  family,  and  during  the  month  of  February  1971, 
several  claims  were  submitted  and  paid  by  the  insurance  company  and  the 
balance  was  billed  to  and  paid  by  the  department.   Due  to  some  confusion 
regarding  the  claims,  the  department  overpaid  the  claims  by  $86,  which 
generated  correspondence  between  the  vendor  and  the  medical  administrator, 
making  the  administrator  aware  of  the  insurance  coverage.  However,  during 
subsequent  months  $480  in  medical  claims  were  submitted  to  the  department 
and  the  records  do  not  indicate  that  any  question  was  raised  concerning  the 
health  insurance,  although  the  policy  was  in  effect  when  these  claims  were 
submitted.   If  the  claims  had  first  been  submitted  to  the  insurance  company, 
the  department  would  have  paid  only  a  fraction  of  the  total  paid.   A  vendor 
may  choose  to  bill  the  department  rather  than  an  insurance  company  to  reduce 
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paperwork  and  receive  payment  more  promptly,  because  insurance  companies 
often  do  not  cover  ail  of  the  expense  so  that  the  vendor  would  i-nd  up 
billing  part  of  the  bill  to  the  department.   Under  existing  procedures, 
if  the  county  office  does  not  identify  and  reject  the  claims,  the  medical 
administrator  will  ordinarily  not  know  that  a  health  insurance  policy  is 
in  force. 

In  another  instance,  a  recipient  is  covered  by  a  private  insurance 
policy.   The  insurance  company  in  the  past  had  paid  for  some  psychotherapy 
for  the  recipient  and  the  balance  was  paid  by  the  department.  A  review  of 
14  claims  submitted  to  the  department  by  various  vendors  for  services  to 
this  recipient  disclosed  that  only  one  was  previously  submitted  to  the 
private  insurance  carrier.   These  claims  should  all  have  been  submitted 
to  the  private  carrier  and  to  the  department  only  for  the  unpaid  balance. 
There  is  no  information  in  the  department  files  to  indicate  awareness 
of  this  particular  third-party  liability  as  an  available  source  for  assist- 
ance to  the  recipient. 

The  "declaration"  and  "redetermination"  forms  filled  out  by  applicants 
and  filed  with  county  offices  provide  for  information  as  to  insurance  policies 
in  force.   Such  information,  however,  remains  at  the  county  level  and  is  not 
submitted  to  the  department.   If  such  information  were  communicated,  the 
information  could  be  programmed  into  the  data  processing  system.   This 
would  enable  a  follow-up  inquiry  to  be  made  before  paying  the  claims  in 
those  cases  where  the  county  might  overlook  the  insurance  to  avoid  dupli- 
cate payments  and  assure  that  insurance  payments  are  not  overlooked  as  a 
resource. 
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other  Third  Party  Liability 

During  our  review  of  department  procedures  relating  to  third  party 
liability,  we  noted  that  very  few  of  these  potential  recovery  areas  are 
utilized  by  the  department.   Usually  such  cases  involve  auto  accidents 
where  the  department  pays  the  medical  expenses  Incurred  and  the  recipient 
later  sues  the  third  party  and  a  damage  award  is  received,  usually  without 
the  knowledge  of  the  department. 

Section  4211  of  the  department's  Economic  Assistance  Manual  provides 
that  it  is  the  responsibility  of  the  county  to  determine  if  a  third  party 
liability  exists  either  through  health  Insurance  or  legal  proceedings.  The 
manual  does  not  specify  how  the  county  shall  do  this,  but  most  counties 
require  hospital  admittance  forms  to  be  filed  with  the  county  office  for 
all  recipients  qualified  for  medical  assistance  that  are  treated.  These 
forms  contain  such  information  as  is  necessary  to  inform  the  county  of  a 
possible  third  party  liability.  The  manual  further  provides  that  if  such 
liability  is  not  determined  and  prospects  of  settlement  will  be  longer  than 
three  months,  a  subrogation  or  trust  agreement  should  be  made  with  the 
recipient  providing  that  the  department  will  be  paid  directly  for  medical 
expenses  incurred  by  the  person  or  agency  liable  for  the  settlement. 

Our  review  at  county  offices  indicated  that  some  counties  are  not 
following  this  procedure  and,  as  a  result,  either  the  personal  injury  suit 
is  not  followed  up  or  the  recipient  collects  the  damages  and  medical  costs 
and  does  not  reimburse  the  department  which  has  paid  for  such  medical  expenses. 

In  one  case  that  we  noted  where  a  recipient  involved  in  an  auto  accident 
received  $1,108,  the  county  had  paid  $518  for  medical  expenses  but  was  not 
reimbursed  by  the  recipient.   In  another  case  we  noted  that  a  vendor  who 
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received  $500  in  October  1971,  from  an  insurance  company  of  a  third  person 
held  liable  for  an  injury,  also  billed  both  Medicare  and  Medicaid  for  the 
same  expenses. 

Since  the  procedures  utilized  are  not  consistent  from  county  to  county 
with  the  result  that  many  potential  recoveries  of  medical  assistance  payments 
are  not  made,  we  believe  that  the  department  should  adopt  specific  procedures 
to  detect  and  follow  up  such  third  party  liability  cases  and  follow  the 
prescribed  procedures.   One  method  by  which  this  could  be  done  is  by 
standardizing  the  hospital  admittance  form  to  require  such  information  as 
may  be  necessary  to  determine  whether  potential  third  party  liability  is 
involved  and  requiring  all  counties  to  use  such  forms.   Then  the  county 
office  could  record  and  forward  such  information  to  the  department  for 
monitoring  when  claims  are  filed.   In  this  manner  controls  would  exist  to 
assure  that  such  resources  are  not  overlooked. 

In  a  program  review  performed  by  the  Federal  Department  of  Health, 

Education,  and  Welfare  in  March  1971,  the  same  problem  was  commented  upon. 

The  recommendation  given  was  that : 

"Priority  should  be  given  to  development  of  a  method  by  which 

other  health  insurance  and  third  party  liability  are  identified 

and  properly  considered  before  making  payment  to  medical  providers." 

The  department  responded  that  new  policies  would  be  established  concerning 
the  problem,  and  this  resulted  in  the  establishment  of  the  policies  spelled 
out  in  Section  4211  of  the  Economic  Assistance  Manual.   The  policies  estab- 
lished are  good  but  a  more  defined  course  of  action  is  necessary  as  the 
examples  cited  above  occurred  after  the  establishment  of  such  policy.   We 
believe  that  a  system  whereby  the  counties  inform  the  department 
should  be  initiated  in  order  to  afford  some  control  over  the  situation, 
specific  procedures  should  be  defined  for  action  at  the  county  level,  and 
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all  counties  should  be  required  to  consistently  apply  the  prescribed 
procedures. 

As  a  further  step,  we  believe  the  efficiency  and  economy  of  the 
Medical  Assistance  Program  would  be  improved  by  the  establishment  of  a 
specialized  unit  within  the  department  to  evaluate  the  third  party  liability 
information  and  pursue  those  instances  where  the  potential  recoveries  warrants 
doing  so.   The  incentive  of  the  recipient  to  pursue  third  party  liability  is 
limited  unless  potential  damage  settlements  are  involved  because  the  depart- 
ment pays  the  medical  costs.   The  department,  however,  has  a  vital  interest 
in  assuring  that  third  party  liabilities  are  recovered. 

RECOMMENDATIOIJ 

We  recommend  that  the  department: 

1.  Require  all  counties  to  utilize  a  standard  hospital 
admittance  form  which  includes  the  necessary  informa- 
tion to  determine  the  extent  of  any  potential  third 
party   liability. 

2.  Require  information  concerning  the  existence  of  private 
health  insurance  and  potential  third  party  liability  to 
be  forwarded  to  the  department  by  the  county  offices. 

5.     Enter  the  third  party  liability  information  in  the 
recipient's  record  and  compare  all  medical  services 
billings  with  the  information  prior  to  payment. 

4.      Establish  an  organizational  unit  to  specialize  in 

evaluating  and  pursuing  potential  third  party  liability 
sources  for  payment  of  medical  assistance. 
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PROGRAM  ADMINISTRATION 

As  previously  discussed,  the  administration  of  the  Medical  Assistance 
Program  in  Montana  is  a  joint  effort  between  the  department  and  a  private 
corporation  (hereinafter  referred  to  as  the  medical  administrator) ,  which 
functions  as  a  fiscal  agent  for  the  department.   Claims  emanating  from 
vendors  such  as  doctors,  dentists,  hospitals,  etc.,  are  processed  for  pay- 
ment by  the  medical  administrator  for  the  department  pursuant  to 
rules,  regulations,  and  policy  guidelines  established  by  the  department. 
As  a  consequence,  administration  of  the  Medical  Assistance  Program  is  a 
dual  effort  involving  the  medical  administrator  and  the  department.   In 
this  regard,  our  examination  of  the  administrative  processes  and  medical 
claims  paid  disclosed  a  number  of  areas  where  problems  in  effective  admini- 
strative control  exist. 

Duplicate  Claims  and  Clerical  Errors 

Our  examination  disclosed  that  the  processing  of  erroneous  claims  is 
a  major  administrative  problem  of  the  department.   The  department  sends 
from  23,000  to  28,000  claims  to  the  medical  administrator  for  processing 
and  payment  each  month.   Of  these  claims,  only  about  72  to  78  percent  of 
the  claims  are  paid  with  from  5,000  to  8,000  being  rejected  each  month  for 
various  reasons.  Any  claim  processing  system  will  have  claims  which  should 
be  rejected  for  reasons  such  as  being  duplicate,  incomplete,  or  ineligible. 
However,  when  the  volume  becomes  significant,  efforts  should  be  made  to 
identify  the  major  causes  for  rejection  of  claims  and  institute  procedures 
to  remedy  the  causes.   We  believe  the  two  major  causes  of  the  department's 
high  rejection  rate  of  claims  are  the  incidence  of  duplicate  payments  and 
clerical  errors  on  the  claims. 
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Duplicate  Claims 

In  March  1971,  the  Federal  Department  of  Health,  Education,  and 
Welfare  (HEW)  reported  that  about  $150,000  in  medical  assistance  claims 
submitted  to  the  medical  administrator  each  month  were  rejected  because 
paying  them  would  result  in  duplicate  payments,  i.e.,  payment  of  the  same 
claim  twice  or  payment  of  two  claims  for  the  same  service. 

In  support  of  the  HEW  contentions,  our  examination  of  refunds  received 
by  the  department  disclosed  that  the  largest  singular  reason  for  refunds 
was  duplicate  payments.   In  a  test  of  43  refunds  received  by  the  department, 
we  found  that  25  refunds  or  58  percent,  were  necessitated  because  of  dupli- 
cate payments.   We  were  able  to  make  this  determination  only  because  the 
vendors  involved  voluntarily  refunded  the  overpayments.  Without  a  detail 
examination  and  comparison  of  claims  which  were  paid,  there  is  no  way  to 
determine  the  extent  to  which  similar  overpayments  were  made  but  not  volun- 
tarily refunded  to  the  department. 

In  an  effort  to  determine  whether  some  duplicate  payments  were  being 
made,  but  not  detected,  we  tested  30  recent  claims  for  duplicate  payments. 
Our  test  disclosed  four  duplicate  payments,  as  shown  by  the  following  table: 


Date  of 

Date  of 

Amount 

Amount 

Paid 

Example 

Service 

Claim 

On  Claim 

1st 

2nd 

1 

8/13/71 

#1  9/16/71 

$  4.00 

$  4.00 

#2  10/12/71* 

4.00 

$  4.00 

2 

5/18/71 

#1  5/21/71 

5.00 

5.00 

#2  6/9/71 

5.00 

5.00 

3 

5/13-19/71 

#1  6/9/71 

46.00 

46.00 

#2  8/6/71 

46.00 

46.00 

4 

5/2-9/71 

n   6/10/71 

49.00 

49.00 

#2  7/13/71 

49.00 

49.00 

Total 

$104.00 

Overpayment 

$104.00 

*  This  claim  included  the  $4.00  previously  paid  in 
addition  to  other  charges. 


Although  we  did  not  apply  our  sample  in  such  a  manner  as  to  project 
the  total  volume  of  duplicate  payments,  we  believe  the  fact  that  we  found 
several,  combined  with  the  high  rate  of  rejection  of  claims  by  the  medical 
administrator  because  of  duplicate  payments  and  voluntary  refunds  of  dupli- 
cate payments,  illustrates  that  a  significant  and  costly  administrative 
problem  exists. 

The  department  pays  the  medical  administrator  a  pre-negotiated  rate 
for  each  claim.   This  rate,  which  was  67. 6c  per  claim  paid  at  December  31, 
1970,  and  84.4c  per  claim  paid  at  December  31,  1971,  is  based  upon  the 
operating  costs  of  the  medical  administrator.   Thus,  processing  of  thousands 
of  claims  which  are  eventually  rejected  has  to  result  in  increased  operating 
costs  which  are  absorbed  and  paid  for  by  the  department.   Consequently, 
substantial  increased  costs  are  not  only  resulting  from  the  overpayment 
of  claims,  but  also  from  the  administrative  effort  required  to  detect  and 
reject  duplicate  claims. 

The  high  rate  of  claim  rejection  because  of  duplicate  payments,  and 
actual  duplicate  payments  result  from  an  ineffective  claims  process  which 
permits  too  many  inappropriate  claims  to  materialize.   We  believe  the 
department  should  examine  the  claim  process  to  identify  the  reasons  why 
duplicate  claims  exist  and  revise  the  system  to  preclude  them. 
Clerical  Errors 

As  previously  mentioned,  between  5,000  and  8,000  claims  are  rejected 
by  the  medical  administrator  each  month.   While  a  large  number  of  these 
rejections  pertain  to  duplicate  pajraients,  an  equally  large  number  of  re- 
jections result  from  erroneous  or  incomplete  data  on  the  claim  forms.   We 
were  advised  by  the  medical  administrator  that  at  least  2,000  claims  are 
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rejected  monthly  because  of  clerical  errors  and  oversights,  such  as 
absence  of  proper  signatures  and  identification  numbers  and  improper 
or  ineligible  services. 

The  claims  prepared  by  vendors  under  the  Medical  Assistance  Program 
contain  vendor  and  recipient  identification  data  as  well  as  a  description 
and  cost  of  the  services  performed.   Our  review  of  claims  in  process  at 
the  various  county  offices  disclosed  that  a  large  number  of  clerical  errors 
result  as  identification  data  such  as  recipient  name,  address,  birth  date, 
etc.,  are  transcribed  to  the  claim  forms  from  the  medical  identification 
cards  used  by  the  recipients.   The  claim  forms  are  then  forwarded  to  the 
county  office  by  the  vendors  whereupon  the  county  office  reviews  the  claim, 
adds  the  recipient's  household  number,  and  forwards  it  to  the  department, 
which  adds  the  recipient  identification  number  to  the  claim  and  forwards 
the  claim  to  the  medical  administrator  for  processing  and  pajrment.   In 
summary,  at  least  three  offices  handle  the  claim  and  add  data  to  it  in 
a  process  which  takes  from  one  to  two  weeks  from  inception  to  payment. 

We  believe  the  department  could  significantly  streamline  the  claim 
process,  reduce  the  opportunity  for  errors,  and  reduce  the  administrative 
effort  at  the  vendor  and  county  level  through  the  use  of  a  card  identifi- 
cation/authorization system  such  as  is  now  in  use  in  the  Medical  Assistance 
Program  in  Colorado.   Under  this  system,  recipients  are  provided  two  cards 
which,  when  combined,  provide  identification  of  the  recipient  and  authori- 
zation for  assistance. 

The  identification  card  is  a  plastic  card  similar  to  most  credit 
cards,  which  contains  the  recipient's  permanent  identification  data  such 
as  name,  identification  numbers,  aid  category,  etc.   This  card  is  presented 
to  vendors  by  recipients  and  is  used  in  a  machine  to  imprint  identification 
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information  on  the  claim  form.   The  second  card  is  a  temporary  soft  card 
issued  to  the  recipient  and  renewed  periodically  as  evidence  of  the  re- 
cipient's continued  eligibility  for  assistance.   It  is  also  given  to  the 
vendor  at  the  time  service  is  rendered  and  is  simply  an  authorization 
for  the  vendor  to  provide  the  service.   Both  cards  would  be  necessary  to 
obtain  medical  services.   Upon  providing  the  services,  the  vendor  submits 
the  bill  or  claim  form  directly  to  the  medical  administrator,  which  reviews 
and  processes  the  claim. 

We  believe  the  foregoing  system  or  a  similar  system  would  provide 
distinct  advantages  over  the  present  system.   It  would,  for  example,  pro- 
vide positive  evidence  that  the  recipient  visited  the  vendor  since  only 
the  recipient  could  provide  the  vendor  with  the  identification/authorization 
card.   It  would  also: 

1.  Reduce  the  opportunity  for  clerical  errors  since  the  identi- 
fication data  would  be  mechanically  transcribed. 

2.  Reduce  the  handling  costs  of  claims  by  eliminating: 

a.  County  and  department  handling. 

b.  Postage  costs  from  the  counties  to  the  department. 

c.  Messenger  service  between  the  department  and  medical 
administrator . 

3.  Compress  the  time  from  submission  of  claims  by  the  vendor 
to  payment  by  the  medical  administrator. 

4.  Reduce  the  possibility  for  duplicate  payments  since  the 
identification/authorization  cards  would  be  necessary  to 
initiate  a  claim. 

In  discussing  a  system  such  as  the  foregoing  with  vendors  and  county 
and  department  personnel,  we  were  informed  that  such  a  system  is  not  only 
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feasible,  but  is,  to  a  certain  degree,  already  in  use  in  other  medical 
programs  handled  by  the  medical  administrator,  such  as  medicare  and  the 
medical  administrator's  private  medical  insurance  plan.   We  were  also 
informed  that  the  medical  administrator  presently  has  equipment  capable 
of  producing  the  cards  and  that  many  vendors  already  have  the  credit  card 
machines  necessary  to  use  imprint  cards . 

RECOMMENDATION 

We  veoormiend  that  the  department  establish  an  -identification/ 

authorization  imprint  aard  system  for  use  in  the  Medical 

Assistance  Program. 

Advance  Payment  for  Services 

During  our  examination  of  department  claims  we  noted  that  claims  sub- 
mitted by  some  vendors  are  approved  and  paid  before  the  service  is  recorded. 
We  noted  this  practice  particularly  in  services  provided  by  oculists  and 
dentists.   The  method  used  is  to  bill  the  department  immediately  after 
preliminary  examination  is  performed  for  the  full  amount  of  anticipated 
services  to  be  rendered.   In  the  case  of  oculists,  the  billing  includes 
the  cost  of  the  examination,  frames,  lenses,  fitting,  and  other  materials, 
while  in  the  case  of  dentists,  the  billing  includes  his  professional 
services  and  any  materials  used. 

Discussion  with  the  vendors  involved  disclosed  that  the  primary  reason 
for  seeking  payment  in  advance  is  to  make  certain  that  the  recipient  is 
eligible  for  the  services  and  that  the  vendor  will  be  paid.   In  this 
regard,  we  were  informed  by  the  vendors  that  if  the  recipient  proves  to 
be  ineligible  and,  as  a  result,  the  vendor  is  not  paid  by  the  department, 
the  vendor  will  incur  a  loss.   The  oculists,  for  example,  said  that  if  a 
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recipient  is  ineligible,  they  normally  would  return  the  eyeglass  frames  to 
their  suppliers,  but  could  not  obtain  any  type  of  recovery  on  the  lenses 
or  their  services.   The  same  situation  undoubtedly  exists  with  dentists 
and  others  who  primarily  perform  a  professional  service. 

The  primary  reason  why  the  department  would  not  pay  the  vendor  is 
recipient  ineligibility.   This  could  mean  that  the  recipients  are  ineligible 
for  any  assistance  or  that  recipient  eligibility  has  been  exhausted,  such 
as  the  case  where  department  policy  allows  payment  for  eyeglasses  only 
once  a  year. 

Insofar  as  we  could  determine,  prepayment  is  not  a  customary  practice 
among  oculists  and  dentists.   We  do  not  believe  the  state  should  pay  for 
services  until  they  have  been  rendered.   Since  recipient  eligibility  appears 
to  be  the  major  obstacle,  we  believe  the  best  remedy  would  be  for  vendors 
to  verify  the  eligibility  of  recipients  prior  to  rendering  services.   This 
could  be  done  by  either  contacting  the  county  office  or  through  the  use  of 
a  system  of  identification/authorization  cards  as  recommended  in  the  pre- 
ceding subsection. 

RECOMMENDATION 

We  recommend  that  the  department  establish  a  method  whereby  medical 

vendors  can  verify  recipient  eligibility  before  providing  services 

to  recipients. 

Questionable  Claims 

During  our  review  of  medical  claims  we  noted  instances  where  one  vendor 
billed  the  department  for  services  provided  by  another  vendor.   In  these 
particular  cases  the  services  paid  for  by  the  department  were  services 
performed  by  a  psychologist.   However,  the  services  were  not  billed  in 
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the  name  of  the  psychologist,  but  rather  were  billed  in  the  name  of  an 
associate  who  is  a  psychiatrist.   The  billing  presented  to  the  department 
and  paid  did  not  disclose  the  fact  that  a  psychologist  performed  the  service. 

On  November  5,  1970,  the  department  sent  a  memorandum  to  all  psycholo- 
gists in  the  state  citing  the  following  policy: 

"The  Medical  Assistance  Program  provides  for  reimbursement  to 
psychologists  for  psychological  evaluations  upon  the  request 
of  physician  only.   Psychologists  have  been  and  will  continue 
to  be  used  only  in  the  diagnostic  area.   We  cannot  pay  for 
treatment  of  psychological  behavior  problems  by  clinical  psy- 
chologists on  a  continuing  basis  because  psychologists  have 
never  been  approved  under  our  program." 

The  memorandum  stated  that  the  policy  was  necessary  for  several  rea- 
sons besides  the  fact  that  psychological  behavior  treatment  was  not  part 
of  the  approved  program.   These  reasons  were:   (1)  that  such  treatment 
would  be  provided  by  the  department's  psychologists,  (2)  the  department 
wanted  to  eliminate  any  possibility  of  duplication  and  conflict  of  treat- 
ment plans,  and  (3)  the  department  did  not  have  sufficient  resources  to 
pay  for  extensive  use  of  psychologists'  services. 

Notwithstanding  the  foregoing  policy,  we  found  that  the  department 
did  pay  for  the  treatment  of  psychological  behavior  by  a  psychologist; 
however,  this  fact  was  concealed  by  the  fact  that  the  service  was  billed 
in  the  name  of  an  associate  psychiatrist.   The  instances  in  which  this 
occurred  are  as  follows: 


Patient 


Treatment 

Shown 
On  Claims 

Psychotherapy 


Hospital- 
Psychiatric 

Psychotherapy 


Date  of  Visits 

June  7,  17,  25;  July  14; 
September  1,  1971 

May  1971  (10  visits) 


October  1970 


Basis  for 

Treatment 

Emotional 
Disorder 

Emotional 
Disorder 

Emotional 
Disorder 
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Patient 


Treatment 

Shown 
On  Claims 

Psychotherapy 


Psychotherapy 
Psychotherapy 


Psychiatry- 
therapy 

Psychotherapy 


Date  of  Visits 

April  1,  7,  9,  16,  28;  May  12, 
26;  June  9,  22,  23;  July  14; 
August  11,  25;  September  8, 
1971 

July  2,  23;  October  1,  1971 
January  1;  February  24,  1971 
April  30,  1971 
March  18,  26,  1971 


Basis  for 
Treatment 


Emotional 
Disorder 


Emotional 
Disorder 


Emotional 
Disorder 


Emotional 
Disorder 


Emotional 
Disorder 


In  each  of  the  foregoing  instances  we  verified,  by  examination  of 
medical  records  and  interview,  that  the  patients  were  treated  by  the  psy- 
chologist even  though  each  claim  reflected  only  the  name  and  apparent 
signature  of  the  psychiatrist.   The  total  billings  involved  in  these 
instances  was  $2,623.       In  this  regard,  the  certification  on  the  claim 
document  states  that  the  claimant: 

"understands  .  .  .  that  any  false  claims,  statements,  or  documents, 
or  concealment  of  a  material  fact,  may  be  prosecuted  under  applicable 
federal  or  state  laws." 

As  previously  pointed  out,  federal  regulations  and  the  State  Plan  provide 

for  utilization  reviews  for  the  various  types  of  medical  services  billed 

for  public  assistance  recipients.   The  department  does  not  have  such  an 

evaluation  process  for  psychotherapy  and  related  services.   As  is  the 

case  with  other  medical  services  previously  discussed,  the  department 

needs  to  establish  a  process  of  utilization  review  for  these  services  as 

illustrated  by  the  problem  discussed  above. 
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RECOMMENDATION 

We  recommend  that  the  department  initiate  a  system  of  utilisation 
review  for  services  bitted  for  psychiatric  services. 

Recipient  Service  Records 

The  department  presently  receives  two  machine  reports  showing.  In 
different  mannets,  the  services  provided  recipients  by  the  administrator 
under  the  Medical  Assistance  Program.  The  first  of  these  two  reports 
(form  AD-67)  is  a  listing  of  payments  made  on  behalf  of  recipients  each 
month.  The  second  report  lists  all  payments  made  per  recipient  in  chrono- 
logical order  on  an  accumulated  year  to  date  basis,  with  a  new  report 
started  every  six  months. 

Discussions  with  the  personnel  of  the  administrator,  county  offices, 
and  the  department  disclosed  that  neither  of  these  reports  In  their  present 
format  serve  a  useful  purpose.  The  AD-67  report,  which  annually  costs 
$4,000  to  prepare,  is  sent  to  the  county  offices  where  it  is  used  by  some 
counties  to  verify  and  note  that  the  claims  sent  in  have  been  paid.   Other 
counties  discard  the  report  upon  receipt,  while  some  counties  place  it  in 
the  recipient's  file  in  place  of  the  claim.  The  other  copy  was  formerly 
mailed  to  the  recipients  as  a  means  of  verifying  that  the  services  were 
received;  however,  this  practice  has  been  discontinued.  We  were  informed 
that  the  AD-67  report  is  no  longer  sent  to  recipients  because  it  merely 
confused  them.   We  were  also  informed  that  the  copy  sent  to  the  county 
offices  was  used  to  verify  that  the  services  were  received.  However,  dis- 
cussions with  county  office  personnel  and  our  review  at  the  county  level 
disclosed  that  this  was  not  being  done.   Consequently,  the  department  has 
no  assurance  that  services  billed  by  vendors  were  actually  received  by 
recipients. 
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This  same  deficiency  was  reported  in  March  1971,  as  a  result  of  a 

program  review  by  federal  HEW  auditors.   That  report  stated  that: 

"the  department  does  not  appear  to  have  established  a  system 
for  verification  of  services  as  required  by  (federal)  SRS 
program  regulation  40-14 (C-1)," 

which  is  covered  in  Section  V-J-3  of  the  State  Plan  approved  by  HEW. 

In  this  regard,  we  found  that  the  same  situation  exists. 

The  other  report  generated  by  the  State  Department  of  Administration 
(the  year-to-date  report)  is  also  not  used  to  a  great  extent.   Copies  of 
this  report  are  sent  to  the  department  and  the  administrator  and  are  used 
to  verify  recipient  payment  data. 

Analysis  of  this  report  disclosed  that  it  contains  much  extraneous 
and  non-essential  information,  such  as  listing  the  county  twice,  payment 
details,  and  the  status  of  recipient  assistance.  Although  this  report  does 
not  appear  to  serve  a  meaningful  purpose,  it  could  if  it  were  revised  and 
disseminated  to  the  county  offices. 

We  believe  the  department  should  evaluate  the  ongoing  need  for  these 
two  reports  and,  if  appropriate,  discontinue  them  or  revise  them  into  a 
format  and  distribution  which  serves  a  useful  purpose.   More  importantly, 
we  believe  the  department  should  initiate  a  means  of  verifying  that  re- 
cipients received  the  services  paid  for  by  the  department.   This  is  not 
only  a  federal  requirement  but  is  also,  in  our  opinion,  the  type  of  assur- 
ance that  the  department  needs.   This  assurance  could  be  attained  through 
the  random  sample  selection  of  paid  claims  by  the  administrator  for  which 
simple  questionnaires  could  be  mailed  to  recipients  to  verify  that  the 
services  were  received. 
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RECOMMENDATION 

We  reaommend  that  the  department: 

1.  Evaluate  the  need  for  and  format  of  the  AD-67  and  year- 
to-date  reports  and  discontinue  their  use  or  revise 
them  aoaordingly . 

2.  Establish  a  system  to  verify  the  receipt  of  medical 
services  by  recipients  as  required  by  federal  regula- 
tions. 

Medical  Vendors  Charging  Recipients 

The  State  Plan  provides  that  the  basis  of  payment  for  medical  services 
by  practitioners  be  reasonable  cost  as  determined  within  the  principles 
established  under  the  Federal  Medicare  Program.   Federal  regulations  pro- 
vide that  participation  in  the  program  will  be  limited  to  providers  of 
seirvice  who  accept,  as  payment  in  full,  the  amounts  paid  in  accordance 
with  the  established  fee  structure,  and  this  provision  was  adopted  in 
the  State  Plan  for  Medical  Assistance. 

On  April  28,  1970,  the  department  sent  a  letter  to  all  providers  of 
medical  services  under  the  Medical  Assistance;  Program.   The  letter  states 
that  medical  fee  payments  by  the  department  on  behalf  of  public  assistance 
recipients  must  be  considered  payment  in  full.   There  can  be  no  supple- 
mentation from  another  source  to  bring  the  payment  above  the  usual  and 
customary  fee. 

Contrary  to  the  state  and  federal  regulations  cited  above,  certain 
practitioners  bill  recipients  above  the  usual  and  customary  fee  allowed 
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by  the  department's  Medical  Assistance  I'rogram,  as  illustrated  by  the 
following  examples: 

1.  The  fee  schedule  used  for  the  Medical  Assistance  Program 
allows  a  $100  fee  for  a  certain  medical  service.  We  found, 
however,  that  a  practitioner  in  Missoula  who  performs  such 
a  service  requires  recipients  to  make  an  advance  payment  of 
$50.   The  practitioner  then  bills  the  department  and  collects 
an  additional  $100  for  his  service. 

2.  A  vendor  performed  two  operations  on  a  recipient  and  billed 
the  department  $1,269  for  his  services.  The  department's 
reasonable  and  customary  rate  of  payment  for  these  services 
was  paid,  which  amounted  to  $805.   Notwithstanding  this, 
the  vendor  has  continued  to  bill  the  recipient  for  the 
balance  of  $464  each  month. 

3.  Another  vendor  billed  the  department  $78  for  services 
performed  on  a  recipient.   The  reasonable  and  customary 
rate  of  reimbursement  paid  by  the  department  amounted  to 
$70.50.   The  dentist  has  continually  billed  the  recipient 
the  $7.50  balance. 

4.  A  recipient  purchased  a  pair  of  eyeglasses.  The  vendor 
billed  the  department  $53  for  the  service  and  glasses, 
which  paid  $51,  and  the  vendor  billed  the  recipient  the 
balance. 
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During  our  review  we  also  found  other  examples  where  the  recipient 
was  billed  for  services  above  that  allowed  by  the  fee  schedule.   In  some 
cases  the  recipient  has  made  payments  to  the  vendor  for  the  excess  fees 
billed. 

These  irregularities  in  the  vendors'  billing  procedures  illustrate 
the  need  for  the  department  to  establish  a  system  to  preclude  the  providers 
of  medical  services  from  billing  recipients  for  a  rate  higher  than  the  fee 
schedule  allows.   We  believe  than  any  provider  of  medical  services  who 
bills  the  department  or  recipients  for  fees  in  excess  of  the  approved  fee 
schedule  should  be  notified  to  discontinue  such  practices  and,  if  further 
billings  are  sent  to  the  recipient,  the  department  should  disqualify  the 
provider  from  the  Medical  Assistance  Program. 

RECOMMEWATION 

Ve  reoornmend  that  the  department  enfovae  the  federal  regulation  and 
state  plan  requirement  which  provides  that  participation  in  the 
Medical  Assistance  Program  will  be  limited  to  providers  of  service 
who  accept,   as  payment  in  full,   the  amounts  paid  in  accordance 
with  the  established  fee  structure. 

Potential  Conflict  of  Interest 

During  our  review  of  the  Medical  Assistance  Program  we  observed  that 
many  recipients  are  receiving  treatment  as  private  patients  of  practicing 
psychiatrists,  x-/hile  similar  psychiatric  services  are  available  at  six 
state-supported  mental  hygiene  clinics  and  centers  around  the  state.   These 
clinics  are  located  in  various  parts  of  the  state  and  were  financed  during 
the  1969-71  biennium  approximately  85%  by  the  State  General  Fund  and  15% 
by  federal  moneys.   The  clinics  are  under  the  administration  of  the  State 
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Department  of  Institutions  for  the  purpose  of  providing  services  to  indivi- 
duals or  families  experiencing  emotional  difficulties.   In  this  regard, 
Section  80-2409  provides  that  the  services  of  these  clinics  shall  be  made 
available  without  discrimination  or  ability  to  pay.   The  charge  for  the 
clinics'  services  is  based  on  the  patient's  income.   Public  assistance 
recipients  are  not  charged  for  services  because  their  income  is  supposed 
to  be  below  the  minimums  established  by  the  clinics'  fee  schedules. 

We  visited  one  of  these  clinics  to  determine  whether  recipients  were 
utilizing  the  clinics.   While  at  the  clinic  we  noted  from  the  records  that 
eleven  recipients  who  are  now  receiving  private  psychiatric  services  had 
first  contacted  the  clinic  and  had  received  limited  treatments  from  this 
clinic.   The  psychiatrist  privately  treating  these  recipients  is  also 
employed  by  the  state  on  a  half-time  basis  as  the  psychiatrist  in  charge 
of  the  clinic. 

We  asked  the  psychiatrist  why  so  many  public  assistance  recipients  who 
had  contacted  the  clinic  for  services  were  now  being  treated  by  him  in 
his  private  practice.   He  responded  that  the  recipients  were  requested 
to  use  the  private  psychiatrists  under  the  Medical  Assistance  Program  for 
psychiatric  services  rather  than  the  clinics,  due  to  the  tremendous  patient 
backlog  at  the  clinic.  He  indicated  that  he  directed  these  recipients  to 
the  other  private  psychiatrists  in  the  city,  of  which  he  was  one.   Conse- 
quently, both  he  and  his  associate,  who  is  also  a  psychiatrist,  share  the 
medical  assistance  workload  with  one  other  psychiatrist. 

Since  the  psychiatrist  in  charge  of  the  clinic  is  employed  by  the 
state,  we  believe  his  private  treatment  of  recipients  referred  by  the  clinic 
may  constitute  a  conflict  of  interest. 

This  potential  conflict  of  interest  could  be  resolved  if  the  clinic 
applied  the  operating  practices  utilized  at  two  other  state  mental  hygiene 
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clinics.   These  units  employ  currently  full-time  psychiatrists  who  treat 
all  patients  requesting  their  services.   The  fee  for  this  service  is 
billed  by  the  clinics  to  the  individual  receiving  the  treatment  or  to 
the  department  for  those  patients  on  public  assistance. 

Because  of  the  backlog  of  cases  and  potential  conflict  of  interest 
with  the  psychiatrist,  we  believe  an  evaluation  should  be  made  to  determine 
whether  the  services  of  a  full-time  psychiatrist  are  warranted.   We  were 
informed  that  the  caseload  backlog  at  the  clinic  in  question  is  from  three 
to  four  months.   Although  requests  for  emergency  psychiatric  care  are  given 
priority,  county  social  workers  advise  their  clients  to  go  to  the  hospital 
and  call  the  psychiatrist  to  have  him  gain  admittance  for  them.   This  method 
insures  that  the  applicant  will  see  the  psychiatrist  within  24  hours  as 
opposed  to  waiting  several  months.   However,  this  method  is  costly  to  the 
Medical  Assistance  Program  because  hospital  services  are  expensive. 

At  the  present  time  the  clinic  in  question  employs  two  part-time 
psychiatrists.   The  psychiatrist  in  charge  is  employed  for  20  hours  per 
week  while  the  second  part-time  psychiatrist,  who  started  work  in  October 
1971,  is  employed  about  four  hours  per  week.   We  believe  that  this  light 
work  schedule  is  a  contributing  factor  in  the  backlog  of  cases  because  so 
few  patients  are  actually  seen.   For  example,  the  following  schedule  shows 
the  number  of  clinic  patients  counseled  by  the  psychiatrist  in  charge  during 
a  three-month  period: 

1971 


July  August  September 

Number  of  Patients  Counseled  8       14         13 

Number  of  Patients  Discussed  w/staff       J^       24^        20 

Total  27       38        21 

Number  of  Contacts  with  These  Patients     20       33         26 
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July 
1971 

August 
1971 

33 

September 
1971 

20 

26 

109 

97 

142 

103 

98 

110 

The  productivity  of  this  psychiatrist  is  further  exemplified  by 
analysis  of  the  above  schedule.   For  example,  in  July  1971,  only  20  clinic 
patient  contacts  were  made  directly  by  the  psychiatrist;  of  those  20  patient 
contacts,  15  were  at  the  hospital;  of  the  15  patient  contacts  at  the  hos- 
pital, 12  were  with  three  patients;  and  two  patient  contacts  involved  no 
interview  but  were  only  to  prescribe  medication. 

The  following  comparative  statistics  of  patient  contacts  between 
comparable  state  mental  hygiene  clinics  further  illustrate  the  low  pro- 
ductivity of  the  above  discussed  clinic  (Clinic  "A") . 

Number  of  Patient  Contacts 
Clinic 
"A"  1  half-time  psychiatrist 
"B"  2  half-time  psychiatrists 
"C"  1  full-time  psychiatrist 
In  view  of  the  foregoing  facts,  we  believe  the  Department  of  Insti- 
tutions should  evaluate  the  need  for  a  full-time  psychiatrist  at  the  clinic 
in  question. 

RECOMMENDATION 

We  recommend  that  the  Department  of  Institutions  evaluate  the  need 
for  a  full-time  psychiatrist  at  the  State  Mental  Hygiene  Clinic 
discussed  above^  which  currently  employs  psychiatrists  on  a 
part-time  basis. 

Access  to  Vendors'  Records 

During  our  audit  of  the  Medical  Assistance  Program,  we  noted  instances 
whereby  responsible  officials  were  either  denied  or  experienced  difficulty 
in  obtaining  access  to  records  of  certain  medical  vendors.  These  repre- 
sentatives Include  the  department  medical  facilities  coordinator,  federal 

HEW  auditors,  and  the  legislative  auditor's  staff. 
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Federal  regulations,  adopted  in  Section  IV  of  the  State  Plan,  require 
written  agreements  between  the  department  and  providers  of  services  under 
the  Medical  Assistance  Program.   Pursuant  to  the  regulations,  these  agree- 
ments are  to  include  arrangements  for  access  by  appropriate  representatives, 
to  the  medical  facility,  the  patient,  and  the  patient's  records  as  neces- 
sary for  carrying  out  their  responsibilities. 

Examples  of  instances  where  access  to  vendor  records  and  patient 
information  was  denied  are  as  follows: 

1.  Department  employees.   The  department's  medical  facilities 
rate  coordinator  was  denied  access  to  nursing  home  records. 
Although  this  happened  at  the  beginning  of  the  program  and 
has  since  been  corrected,  the  rate  coordinator  on  occasion 
is  still  denied  proper  cost  information  from  various  vendors. 
The  result  of  this  denial  is  that  the  department  does  not 
negotiate  a  new  rate  for  services  with  these  vendors  as 
provided  by  the  State  Plan,  but  continues  to  reimburse  these 
vendors  at  the  previously  established  rate. 

2.  HEW  Auditors.   During  the  performance  of  a  review  of  department 
compliance  with  federal  public  assistance  program  regulations 
adopted  in  the  State  Plan,  HEW  auditors  were  denied  access 

to  the  premises  of  two  separate  vendors.   This  denial  resulted 
in  HEW  recommending  that  these  vendors  be  required  to  sign  an 
agreement  specifically  agreeing  to  allow  access  to  their 
records  by  appropriate  representatives.   This  has  been  accom- 
plished for  only  one  specific  class  of  vendors. 
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We  believe  that  if  the  requirements  of  adequate  record  keeping  and 
availability  of  vendors'  records  and  information  had  originally  been  clearly 
defined  to  service  providers,  the  problem  would  have  been  significantly  less 
than  has  developed.   This  information  should  be  clearly  indicated  in  any 
vendor  contracts  entered  into  by  the  department  and  clearly  referred  to 
on  the  various  types  of  vendor  claim  forms. 

RECOMMENDATION 

We  Teoommend  that  the  department  inalude  a  clause  providing  aacess 
to  vendors'  records  by  appropriate  officials  in  all  contracts  and 
forms  upon  which  services  and  supplies  are  procured. 

Token  Fees 

As  illustrated  throughout  this  report,  the  cost  of  the  Medical  Assist- 
ance Program  is  increasing  at  a  rapid  pace.   One  apparent  cause  of  this  is 
over-utilization  of  the  program  by  recipients.   There  is  little  incentive 
for  recipients  to  not  seek  professional  medical  service  or  drug  prescrip- 
tions for  even  the  slightest  actual  or  imagined  physical  ailment.  Under 
the  existing  system,  upon  becoming  eligible  for  the  program,  the  service 
is  available  without  any  obligation  on  the  part  of  the  recipients. 

Other  states  have  adopted  a  deterrent  to  the  problem  of  the  recipients' 
over-utilization  of  the  Medical  Assistance  Program.   For  example,  one  state 
adopted  a  new  program,  effective  November  1,  1971,  which  requires  medicaid 
recipients  to  pay  50  cents  out  of  their  own  pocket  for  each  prescription 
they  have  filled.   The  legislature  of  another  state  recently  enacted  a 
measure  which  requires  financially  able  patients  to  pay  50  cents  per  drug 
prescription  and  limits  the  drug  prescriptions  to  two  per  month,  unless 
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the  state  approves  more  in  case  of  the  chronically  ill.   In  addition,  both 
of  these  states  require  the  recipients  to  contribute  $1.00  toward  the  cost 
of  each  visit  to  their  physician.   Although  these  requirements  are  relatively 
new,  the  preliminary  results  indicate  a  reduction  in  the  number  of  prescrip- 
tions being  filled  and  physician  visits. 

During  the  1970  calendar  year,  available  department  information  shows 
the  following  statistics  concerning  recipients'  use  of  some  basic  medical 
services  under  the  Medical  Assistance  Program: 

18,559  recipients  received  190,587  prescriptions  for  drugs 

20,203  recipients  made  145,877  visits  to  physicians  (excluding 
dentists) 

Based  upon  the  experience  of  other  states,  these  statistics  would  have 

been  materially  less  if  a  system  of  token  payments  for  the  services  had 

been  in  effect. 

The  purpose  of  requiring  these  token  payments  is  to  discourage  the 
recipients  from  overusing  the  medicaid  program.   We  have  not  determined 
to  what  extent  the  program  is  abused  by  the  medicaid  recipients  through 
overusage.   We  did  determine,  however,  that  some  recipients  are  having  as 
many  as  seven  prescription  drug  orders  filled  for  them  during  a  one-month 
period.   These  orders  may  be  seven  different  drug  orders  or  refills  of  the 
same  drug.   In  our  limited  sampling  of  medical  services  performed,  we  noted 
72  instances  where  four  or  more  drug  prescriptions  were  filled  for  individual 
recipients  in  this  test  month. 

We  believe  a  requirement  for  token  payments  such  as  already  incorpor- 
ated in  other  state  medicaid  programs  would  be  a  deterrent  to  the  recipients 
who  may  presently  be  abusing  the  drug  program  in  Montana. 
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RECOmEWATION 

We  reoorrmend  that  the  department  consider  requiring  token  payments 

by  recipients  for  each  time  a  medical  service  is  provided  under 

the  Medical  Assistance  Program. 
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MEDICAL  ADMINISTRATOR  SERVICES 

The  department  is  ultimately  responsible  to  the  Federal  Department 
of  Health,  Education,  and  Welfare  for  the  proper  and  efficient  admini- 
stration of  the  Medical  Assistance  Program.   In  discharging  these  responsi- 
bilities, as  set  forth  in  Title  45,  Section  205  of  the  Code  of  Federal 
Regulations  (CFR) ,  the  department  has  contracted  with  an  organization 
specializing  in  medical  records  (medical  administrator)  to  provide  certain 
administrative  services  in  accordance  with  department  regulations  and  other 
requirements . 

Medical  Administrator  Responsibilities 

The  contract  between  the  department  and  the  medical  administrator  not 
only  requires  the  administrator  to  process  and  pay  medical  assistance  claims 
but  also  places  other  responsibilities  upon  the  administrator,  such  as  main- 
tenance of  records,  surveillance  and  evaluation  of  vendor  practices,  review 
and  forwarding  of  vendor  complaints,  etc.   Our  review  of  the  administrator's 
performance  in  these  areas  disclosed  the  following  matters. 
Service  Utilization  Reviews 

Article  III  of  the  contract  between  the  department  and  medical  admini- 
strator provides  that  the  administrator 

"...  shall  develop  procedures  relating  to  utilization  practices, 
make  studies  of  the  effectiveness  of  such  procedures  and  methods 
for  their  improvement,  and  assist  in  the  application  of  safeguards 
against  excessive  or  unnecessary  utilization  of  services  by  either 
recipients  or  providers." 

Pursuant  to  the  foregoing  clause,  the  administrator  has  established 

procedures  to  identify  problem  areas  relating  to  the  utilization  of  services 

by  recipients  and  charges  by  vendors.   However,  the  manner  in  which  the 

information  generated  by  the  procedures  has  been  used  by  the  administrator 

to  improve  the  program  has  not  been  effective.   In  addition,  the  administrator 
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does  not,  as  a  matter  of  general  practice,  advise  the  department  of  problem 
areas  encountered  by  the  administrator  and,  as  a  result,  a  cooperative 
approach  and  solution  to  problems  is  generally  non-existent. 

Under  current  practice,  the  administrator  is  developing  norms  or 
standards  whereby  the  operations  of  vendors  are  evaluated.   As  claims 
from  vendors  are  processed,  the  administrator  compiles  data  on  the  vendors 
to  identify  actual  or  potential  problem  areas  such  as  charges  in  excess  of 
fee  schedules,  billing  for  services  not  rendered,  excessive  office  calls, 
frequent  injections  for  patients,  prolonged  hospital  confinement,  high 
incidence  of  laboratory  tests,  level  of  psychiatric  care,  and  other  similar 
data.   Upon  identifying  a  problem,  the  remedy  employed  by  the  administrator 
consists  of  accumulating  sufficient  information  to  convince  the  vendor 
that  a  problem  exists  and  requesting  him  to  rectify  the  situation.   This 
approach  has  proved  to  be  ineffective,  as  illustrated  by  the  following 
examples : 

Laboratory  Tests 
The  administrator  compiled  a  list  of  potentially  adverse  patterns  on 
one  vendor,  including  office  calls  over  and  above  routine,  billing  nursing 
home  visits  as  extended  care  facilities,  frequent  nursing  home  visits, 
multiple  lab  procedures,  and  numerous  other  tests.   As  a  means  of  evaluating 
one  aspect  of  this  data  we  analyzed  the  vendor's  laboratory  tests  and  found 
the  following  incidence  of  certain  laboratory  tests: 

Vendor  in  Question Comparable  Vendors 


Type  0 

if 

No.  of 

No 

.  of  Tests 

No. 

,  of  Tests 

Test 

— 

Tests 

Per 

100  Patients 

Per 

100  Patients 

EKG 

43 

30.71 

14.11 

HGB 

83 

59.29 

16.23 

US 

119 

85.00 

22.85 

Sed. 

Rate 

12 

8.57 

4.57 

WBL 

48 

34.29 

10.48 

Blood 

Sugar 

72 

51.43 

24.42 
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As  shown  in  the  foregoing  table,  the  vendor  in  question  has  a  much 
higher  usage  rate  for  the  selected  tests  than  did  other  comparable  vendors 
in  his  locale.   The  vendor  informed  us  that  the  usage  was  high  because: 
(1)  of  the  type  of  patients  treated  -  chronic  disease,  (2)  he  saves  time 
and  reduces  hardship  by  not  sending  patients  to  another  lab,  (3)  patients 
desire  psychological  support,  and  (4)  he  is  doing  something  for  the  patient. 
In  this  regard,  we  also  noted  that  the  vendor  operates  his  own  private 
laboratory  which  is  staffed  by  a  full-time  employee  and  used  by  no  one 
else. 

Aside  from  high  usage  of  laboratory  tests  in  his  own  laboratory,  we 
also  noted  that  the  vendor's  charges  for  the  laboratory  tests  are  con- 
sistently in  excess  of  those  agreed  upon  and  paid  under  the  Medical  Assist- 
ance Program.   The  vendor  advised  us  that  his  charges  were  higher  because: 
(1)  he  uses  current  fee  schedules  while  the  department's  medical  admini- 
strator uses  a  modified  version  of  an  older  fee  schedule;  (2)  it  is  time- 
consuming  to  code  claims;  and  (3)  "if  you  don't  code  your  own  claims  you 
will  be  paid  the  lowest  rate."  Although  the  fees  charged  by  this  vendor 
are  higher  than  allowed,  the  administrator  pays  him  only  the  rate  allowed. 

Although  the  administrator  is  aware  of  the  foregoing,  i.e.,  high 
laboratory  usage  rate  and  excessive  fees,  nothing  has  been  done  by  the 
administrator  to  remedy  the  situation. 
Comprehensive  Physical  Examinations 

Criteria  established  by  the  medical  administrator  with  respect  to 
comprehensive  physical  examinations  prescribes  that  such  examinations 
would  normally:   (1)  include  family  history  commentary  and  checks  on 
hearing,  eyes,  throat,  etc.;  (2)  take  approximately  30  minutes  to  perform; 
(3)  be  performed  not  more  than  once  annually;  and  (4)  include  a  report  with 
at  least  one  full  page  of  commentary. 


Statistical  data  compiled  by  the  administrator  with  respect  to  one 
vendor  indicated  that  he  performed  A. 8  times  as  many  comprehensive  examina- 
tions as  other  comparable  vendors  in  Montana.   On  the  basis  of  the  statisti- 
cal data,  we  examined  the  claims  submitted  by  the  vendor  during  a  six-month 
period.   The  claims  examined  pertained  to  34  patients  treated  by  the  vendor 
and  disclosed  that  31  comprehensive  examinations  were  given  to  21  of  these 
patients.   Seven  of  the  patients  who  received  the  comprehensive  examinations 
informed  us  that  the  examinations  took  about  five  minutes.   The  commentary 
in  the  medical  records  with  respect  to  each  of  the  examinations  was  less 
than  a  full  page  in  each  instance  and  principally  dealt  with  current  diag- 
nosis and  immediate  (two  weeks  or  less)  patient  history. 

In  one  instance,  we  noted  that  the  vendor  gave  a  comprehensive  examina- 
tion to  a  baby  at  two  months  of  age  and  again  at  three  months  of  age.   In 
another  instance,  we  noted  that  six  examinations  were  given  to  a  child  in  a 
four-month  period.   Three  of  these  examinations  were  listed  in  the  records 
as  comprehensive  examinations  (@  $30  each) ,  while  the  remaining  three  were 
listed  as  intermediate  examinations  (2  @  $18  each) ,  and  an  outpatient  ex- 
amination (@  $30) . 

We  point  out  the  foregoing  not  to  question  the  vendor's  professional 
judgment,  but  rather  to  illustrate  that  the  vendor's  practices  exceed  the 
criteria  used  by  the  department's  medical  administrator.   Yet  no  effective 
action  has  been  taken  by  the  administrator  even  though  possible  overutiliza- 
tion  has  been  noted  since  July  1970.  We  were  informed  by  the  administrator's 
personnel  that  they  were  aware  of  the  vendor's  practices  and  believed  it 
to  be  a  problem.   They  stated  that  nothing  had  been  done  to  remedy  the 
problem  because  sufficient  information  was  being  compiled  to  seek  a  change 
in  the  vendor's  practices  and  possible  recovery  of  excess  fees. 
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While  the  foregoing  examples  indicate  that  the  administrator  is  aware 
of  problem  areas,  no  effective  action  has  been  taken  to  solve  the  problems. 
We  were  informed  that  the  department  is  not  routinely  appraised  of  complaints 
and  problems  relative  to  vendors  and  that  these  matters  are  generally  handled 
by  the  administrator.   In  this  regard,  we  were  informed  that  several  letters 
have  been  sent  to  vendors  cautioning  them  about  overutilization  of  the  program 
and  similar  practices,  and  in  two  instances  vendors  were  suspended  from  parti- 
cipation in  the  program. 

In  view  of  the  fact  that  the  department  is  responsible  for  the  proper 
administration  of  the  Medical  Assistance  Program,  we  believe  the  department 
should  be  routinely  and  completely  Informed  of  all  complaints  by  recipients 
and  potential  or  actual  problems  with  vendors.   In  the  absence  of  this  in- 
formation, the  department  can  do  nothing  but  assume  that  the  operation  of 
the  program  and  performance  of  vendors  is  in  accordance  with  governing 
federal  and  state  laws  and  regulations.   We  believe  that  the  department's 
responsibilities  go  beyond  this  assumption  and  that  the  department  should: 
(1)  insure  that  the  administrator  has  effective  procedures  to  oversee  and 
evaluate  vendor  utilization  of  the  program;  (2)  establish  a  formal  system 
under  the  contract  whereby  complaints  and  potential  or  actual  vendor  problems 
are  transmitted  to  the  department;  and  (3)  formulate  an  effective  means  of 
resolving  vendor  problems,  including  if  necessary  probation  and  suspension 
of  problem  vendors  in  cooperation  with  the  administrator. 

RECOMMEmATION 

We  vecorrmend  that  the  department: 

1.     Insure  that  the  medical  administrator  has  effective 

procedures  to  oversee  and  evaluate  medical  vendors  ' 

utilization  of  the  program. 
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2.  Establish  a  formal  system  under  the  medical  administrator 
contract  whereby  recipient  complaints  and  actual  or  potetL- 
tial  vendor  problems  are  transmitted  to  the  department. 

2.      Formulate  an  effective  means  of  resolving  medical  vendor 
problems  in  cooperation  with  the  medical  admini- 
strator. 

Liaison  With  Other  Contracting  Agencies 
The  department's  contract  administrator  for  the  Medical  Assistance 
Program  performs  similar  services  in  varying  degrees  for  other  agencies 
such  as  the  Federal  Social  Security  Administration's  Medicare  Program 
and  others.   Under  most  of  these  programs,  the  administrator  is  subject 
to  the  same  or  similar  responsibilities  as  those  connected  with  the  Medi- 
cal Assistance  Program.   Consequently,  if  there  is  a  problem  under  one 
program,  there  is  likely  to  be  a  similar  problem  under  other  programs 
administered  by  the  administrator.   This  is  especially  true  since  many 
of  the  vendors  and  recipients  under  the  Medicare  Program  are  the  same 
under  other  programs,  such  as  the  Medical  Assistance  Program.   In  this 
connection.  Article  III,  paragraph  9,  of  the  department-administrator 
contract  provides  that  the  administrator  shall 

"...  provide  assistance  in  establishing  liaison  and  coordination 
.  .  .  with  other  interested  groups." 

At  the  time  of  our  visits  to  the  administrator's  offices,  there  was 

no  inter-program  liaison  or  cooperation.   As  a  consequence,  significant 

problems  or  adjustments  related  to  a  vendor  or  recipient  under  one  program 

were  never  evaluated  in  terms  of  their  impact  on  other  programs  even  though 

the  vendor  or  recipient  may  have  been  the  same.   In  examining  the  administrator's 
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records,  we  found  several  instances  where  such  circumstances  existed.   In 
one  instance,  for  example,  the  administrator's  records  indicated  that  a 
vendor  had  been  overpaid  $3,049  relating  to  a  recipient  under  medicare 
and  that  a  partial  recovery  was  made.  We  found  that  this  same  vendor  and 
recipient  were  also  involved  in  the  Medical  Assistance  Program  and  that 
under  this  program,  the  vendor  had  been  overpaid  $771.   However,  nothing 
was  done  by  the  administrator  to  notify  the  department  of  the  overpajraient 
or  to  seek  repayment  from  the  vendor  for  the  overpayment  under  the  Medical 
Assistance  Program  until  we  brought  it  to  the  administrator's  attention. 

We  believe  the  department  should  require  the  administrator  to  establish 
a  formal  process  whereby  deficiencies  in  one  program  are  evaluated  in  terms 
of  their  impact  on  other  programs  being  handled  by  the  administrator.   In 
those  cases  where  the  deficiencies  apply  to  other  programs,  we  believe  the 
administrator  should  notify  the  agencies  responsible  for  the  respective 
programs  so  that  appropriate  action  can  be  taken. 

RECOMMENDATIOI^ 

We  reoommend  that  the  department  require  the  department  's  mediodl 
administrator  to: 

1.  Establish  a  formal  process  to  evaluate  the  impact  of 
deficiencies  and  problems  identified  in  one  program  on 
the  other  programs  handled  by  the  administrator. 

2.  Notify  agencies  responsible  for  other  programs  of  the 
probable  effect  of  deficiencies  and  problems  identified 
in  one  program. 

Summary  -  Medical  Administrator  Services 

In  this  report  on  the  department  we  have  made  several  comments  regard- 
ing the  services  provided  by  the  medical  administrator  to  the  department, 
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including  comments  regarding  the  various  deficiencies  noted.   Department 
payments  to  the  administrator  for  fiscal  years  1969-70  and  1970-71,  totaled 
$133,782  and  $151,683,  respectively.   The  department  is  currently  paying 
the  administrator  84c  for  each  claim  paid  compared  with  67c  for  each  claim 
paid  in  1970-71. 

Other  states,  through  cost  study  reviews,  have  determined  that  their 
expenditures  for  their  medical  administrative  services  may  be  less  costly 
if  state  administered,  or  if  better  administered  by  their  current  admini- 
strator.  As  a  result  of  their  cost  studies,  one  state  determined  its  medical 
administrator  could  reduce  the  cost  per  case  paid  from  70c  per  case  to  43c, 
by  better  administrative  management;  another  state  currently  pays  $4  million 
to  its  administrator,  or  approximately  38c  per  case,  but  is  planning  to 
take  over  direct  administration  of  the  program  at  a  projected  $1  million 
annual  savings. 

We  discussed  with  the  department's  medical  assistance  division  director 
the  reasons  for  employing  a  medical  administrator.   He  stated  that  when  the 
department  originally  adopted  the  Medicaid  Program  in  1965,  it  didn't  have 
the  facilities  and  expertise  to  handle  all  the  program  requirements.   The 
department  contacted  several  other  state  agencies  for  assistance  in  process- 
ing claims,  preparing  reports,  and  other  needed  requirements.   These  other 
agencies  didn't  have  the  facilities  to  accommodate  the  increased  workload 
projected  by  the  department.   The  State  Department  of  Administration  was 
just  implementing  their  data  processing  system  and  was  unable  to  aid  the 
department.   The  director  expressed  the  opinion  that  the  functions  performed 
by  the  outside  medical  administrator  can  now  be  directly  assumed  by  the 
department  if  the  necessary  data  processing  services  can  be  provided  by 
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the  State  Department  of  Administration.  However,  the  matter  has  not  been 
actively  pursued  by  the  department  recently.  The  chief  of  the  Department 
of  Administration's  data  processing  bureau  informs  us  that  his  bureau  can 
provide  the  necessary  services. 

As  the  monetary  cost  of  public  assistance  and  the  volume  of  claims 
increase,  we  believe  it  becomes  more  imperative  that  the  department  receive 
the  basic  essential  services  from  its  medical  administrator.   In  our  opinion, 
two  of  the  basic  services  not  being  provided  the  department  are:   (1)  the 
necessary  followup  information  the  department  needs  in  the  application  of 
safeguards  related  to  program  abuse  by  recipients,  vendors,  and  others,  and 
(2)  the  information  necessary  for  determining  and  evaluating  patterns  of 
claim  rejection  and  duplication.   The  absence  of  these  services  was  also 
noted  by  HEW  auditors  in  their  March  1971,  Title  XIX  program  review.   They 
noted  that  the  current  claims  payment  process  can  best  be  characterized 
as  a  manual  system  with  an  automated  check-writing  operation.   They  recom- 
mended that  the  department  make  a  performance  evaluation  of  the  services 
provided  by  the  medical  administrator. 

Based  upon  our  observations  and  limited  evaluation  of  the  services 
provided  by  the  medical  administrator,  the  department  would  have  better 
control  over  the  Medical  Assistance  Program  if  it  would  administer  directly 
those  services  now  performed  by  the  medical  administrator.   In  addition, 
direct  administration  combined  with  an  effective  system  of  utilization 
review  should  result  in  increased  economy  of  the  program  both  from  the 
standpoint  of  administrative  cost  and  medical  services  costs. 

The  department  should,  in  our  opinion,  conduct  a  feasibility  study 
of  its  needs  to  effectively  administer  the  Medical  Assistance  Program, 
especially  those  responsibilities  currently  assigned  to  the  medical 


administrator.   The  purpose  of  this  study  should  be  to  determine,  in 
accordance  with  projected  future  requirements,  the  most  economical  method 
to  accomplish  an  effective  review  and  processing  of  medical  claims  sub- 
mitted for  payment  under  the  program. 

RECOMMENDATION 

Ve  reoorrmend  that  the  department  conduct  a  feasibility  study  of  the 
cost  of  services  provided  by  the  medical  administrator  to  determine 
if  these  services  could  be  more  economically  and  effectively  pro- 
vided by  the  department  directly ^   in  cooperation  with  the  State 
Department  of  Administration. 
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FINANCING  AND  RECOVERIES 

FEDERAL  GRANT  MONEYS 

During  our  audit  of  the  department,  we  reviewed  various  areas  where 
federal  grant  moneys  were  available  to  the  department  to  assist  in  financ- 
ing the  department's  programs.   Our  review  disclosed  that  the  department 
has  lost  available  federal  grant  moneys  because  of  the  untimely  manner  in 
applying  for  the  grant  moneys  or  because  of  an  unawareness  of  the  depart- 
ment's eligibility  to  receive  the  federal  moneys.   Our  comments  and  recom- 
mendations concerning  this  area  are  set  forth  below. 
Statewide  Indirect  Cost  Allocation  Plan 

The  Federal  Government  recognizes  certain  central  indirect  costs  in- 
curred by  other  agencies  of  the  state  as  a  valid  cost  of  operating  federal 
programs  and  will  pay  additional  moneys  to  meet  these  indirect  costs  under 
certain  conditions.   The  state  must  first  prepare  an  indirect  cost  alloca- 
tion plan  within  guidelines  provided  by  the  Federal  Department  of  Health, 
Education,  and  Welfare  (DREW)  and  have  the  allocation  plan  approved  by 
DHEW. 

The  state  has  completed  and  DHEW  has  approved  statewide  cost  allocation 
plans  for  the  1969-70,  1970-71,  and  1971-72  fiscal  years.   Pursuant  to  these 
plans,  the  department  was  allowed  to  include  the  following  costs  shown  in 
the  allocation  plan  which  are  reimbursable  by  the  Federal  Government  at  the 
applicable  matching  ratios. 

Fiscal  Year  Amount 

1969-70  $1,407 

1970-71  $1,407 

1971-72  $3,574 

The  above  costs  were  not  included  for  reimbursement  for  1969-70  and 
1970-71.   This  was  mostly  due  to  a  misunderstanding  by  responsible  personnel 
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at  the  department  as  to  whether  or  not  the  plan  was  approved  by  DREW. 

Information  regarding  the  above  amounts  and  approval  of  the  indirect 
cost  allocation  plan  for  the  fiscal  years  ended  June  30,  1970  and  1971, 
were  issued  by  the  state  budget  office  in  January  1971,  to  all  state 
agencies  involved  in  federal  programs.   The  budget  office  included  a 
brochure  designed  for  use  by  state  agencies  as  a  guide  in  establishing 
cost  allocation  plans  and  indirect  cost  rates  for  grants  and  contracts 
with  DREW.   This  information  was  not  utilized  by  the  department.   The 
finance  director  stated  that  he  did  not  have  time  to  read  thoroughly  all 
such  information  that  crossed  his  desk.   Consequently,  through  the  depart- 
ment's inaction,  the  department  lost  federal  matching  moneys  for  which 
DREW  agreed  to  reimburse  the  state. 

Such  programs  creating  new  federal  participation  for  the  department 
should  be  anticipated  by  responsible  personnel  based  upon  published  in- 
formation so  that  when  such  moneys  become  available  the  department  will 
be  prepared  to  receive  and  utilize  the  moneys  without  delay. 
Department  Cost  Allocation  Plan 

All  costs  of  the  department  other  than  public  assistance  payments 
and  special  projects  or  programs  financed  by  specific  grants  are  reimbursed 
at  two  separate  matching  ratios.   Basically,  social  services  and  other 
costs  supporting  social  services  are  financed  by  the  Federal  Government 
at  75%,  and  all  other  expenses  which  are  related  to  eligibility  determina- 
tion are  financed  at  50%.   Because  of  the  two  matching  ratios  the  depart- 
ment's indirect  costs  must  be  allocated  between  social  services  and  other 
costs. 

All  indirect  expenses  are  allocated  based  upon  the  ratio  that  the 
salaries  of  all  full-time  direct  service  workers  and  their  support  staff 
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bears  to  the  salaries  of  all  other  direct  workers.   The  full-time  direct 
service  workers  and  other  direct  workers  are  determined  by  the  department's 
staff  development  and  training  bureau.   On  a  monthly  basis,  the  salaries 
of  workers  in  these  categories  are  tabulated  and  this  becomes  the  basis 
for  allocating  the  department's  indirect  costs  to  determine  the  proper 
amount  of  federal  moneys  to  be  claimed.   This  is  done  according  to  a  cost 
allocation  plan  drawn  up  by  the  department  within  guidelines  provided  and 
approved  by  DREW. 

In  their  visits  to  the  department,  DREW  officials  have  pointed  out  to 
the  department  several  areas  where  the  state  could  increase  federal  parti- 
cipation by  changing  the  allocation  method.   One  suggestion  was  to  classify 
homemakers  as  full-time  direct  service  workers  instead  of  as  a  direct  charge 
item.   This  increases  by  approximately  6%  the  proportion  of  expenses  that 
are  reimbursed  at  the  75%  rate. 

The  department  files   quarterly  reports  of  expenditures  with  DREW. 
For  the  quarter  ended  June  30,  1971,  and  since  that  period,  all  quarterly 
reports  have  been  submitted  on  the  revised  basis  and  consequently  the 
department  is  receiving  more  federal  participation.   Romemakers  have  always 
been  direct  service  workers  so  this  greater  proportion  (by  6%)  of  expenses 
matchable  at  75%  has  been  available  since  financing  for  the  homemaker 
program  was  iiistituted  in  1967.   For  the  quarter  ended  September  30,  1971, 
the  revised  reporting  basis  for  homemakers  increased  federal  sharing  by 
$5,769.   For  1968-1970,  and  the  first  quarter  of  1971,  when  the  department 
did  not  use  the  revised  reporting  basis,  Montana  lost  federal  sharing  of 
approximately  $65,000  by  not  including  the  homemaker  program  as  social 
services  for  the  purpose  of  making  the  cost  allocation. 
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Foster  Home  Care  Services 

The  Federal  Government  did  not  provide  for  the  federal  financing  of 
the  Foster  Care  Program  until  July  1,  1969.   At  that  time,  federal  parti- 
cipation at  the  rate  of  64.72%  for  those  children  in  need  of  such  care  who 
were  eligible  for  assistance  under  the  AFDC  Program  became  available. 

The  department  did  not  begin  claiming  the  available  federal  moneys 
until  January  1,  1970.   As  a  result  of  this  six -month  delay,  an  analysis 
of  the  amounts  claimed  since  January  1970,  shows  that  approximately  $55,000 
in  federal  financing  available  for  foster  care  from  July  through  December 
1969,  was  not  claimed. 

Upon  their  formulation,  new  federal  regulations  relating  to  public 
assistance  programs  are  usually  sent  to  the  appropriate  state  and  local 
agencies  by  letter.   They  are  then  published  in  the  Federal  Register,  a 
monthly  publication  of  new  or  revised  federal  regulations.   The  regulations 
are  then  codified  annually  in  the  Code  of  Federal  Regulations,  which  is 
updated  as  of  January  1  of  each  year.   The  department  subscribes  to  these 
publications  and  must  act  upon  the  pertinent  changes  to  effectively  admini- 
ster the  department's  federally  assisted  programs. 

Regulations  indicating  that  federal  financing  would  become  available 
for  the  Foster  Care  Program  were  first  published  in  the  Federal  Register 
on  January  28,  1969,  over  five  months  before  the  money  became  available. 
The  department  did  not  inform  the  counties  until  January  1970,  that  a 
breakdown  between  AFDC  and  non-AFDC  related  foster  care  cases  would  be 
necessary,  and  because  of  this  delay  the  department  missed  federal  financ- 
ing which  would  have  reduced  state  and  local  expenditures  for  the  program. 

We  believe  the  five  months'  advance  notice  that  federal  money  would 
become  available  provided  by  the  federal  agency  was  sufficient  notice  for 


the  department  to  be  prepared  to  utilize  this  resource  on  a  timely  basis. 
Yet,  the  department  did  not  even  request  the  necessary  data  from  the  counties 
in  order  to  receive  the  federal  moneys  until  approximately  twelve  months 
after  regulations  were  first  published  in  the  Federal  Register, 
Child  Welfare  Services  Program 

Another  area  pointed  out  by  DHEW  officials  in  which  the  state  can 
receive  increased  federal  participation  is  in  the  allocation  of  indirect 
costs  to  the  Child  Welfare  Services  Program.   Child  welfare  services, 
with  the  exception  of  day  care,  are  financed  by  a  federal  matching  grant 
under  Title  IV-B  of  Federal  Social  Security  Act.   The  grant  amount  and 
the  matching  percentage  change  from  year  to  year.   During  the  fiscal  year 
ended  June  30,  1970,  the  grant  to  the  department  was  $236,262,  and  the 
specified  federal  percentage  was  55.73%  which  required  a  minimum  state 
and  local  participation  of  $187,678  in  order  to  obtain  the  full  allotment. 
Child  welfare  expenditures,  which  include  the  day  care  program,  for  the 
fiscal  year  ended  June  30,  1970,  exceeded  $500,000  and  therefore  state 
and  local  expenditures  were  more  than  necessary  to  justify  receiving  the 
full  federal  grant. 

Federal  regulations  permit  the  state  to  allocate  all  indirect  service 
expenses  that  jointly  benefit  Title  IV-A  and  IV-B  programs  100%  to  Title 
IV-A  (75%  matching) ,  if  85%  or  more  of  the  total  children  served  qualify 
in  the  AFDC  (Title  IV-A)  program.   This  has  been  the  case  in  Montana  for 
several  years.   DHEW  is  allowing  the  department  to  utilize  this  allocation 
method  retroactively  to  July  1,  1971.   In  the  quarter  ended  December  31, 
1971,  this  resulted  in  a  savings  of  approximately  $26,000.   The  regulation 
allowing  the  100%  allocation  of  indirect  costs  to  Title  IV-A  if  85%  or 
more  of  the  children  qualify  in  the  AFDC  program,  has  been  effective  since 
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1967,  but  based  on  savings  as  a  result  of  the  allocation  for  the  quarter 

ended  December  31,  1971,  we  estimate  that  approximately  $100,000  per  year 

could  have  been  saved  had  the  department  utilized  the  available  allocation 

procedures. 

Social  Services  at  State  Institutions 

In  addition  to  the  above  four  areas  in  which  the  department  could 

have  obtained  additional  federal  matching  moneys,  we  noted  another  area 
in  which  federal  moneys  may  be  available  which  has  not  yet  been  thoroughly 
explored  by  the  department.   The  department  may  be  able  to  obtain  federal 
matching  moneys  for  social  services  rendered  at  various  institutions  in 
the  state. 

Amendments  made  in  1962  to  the  Federal  Social  Security  Act  increased 
federal  financing  available  in  the  area  of  social  services  by  expanding 
the  clientele  for  which  such  services  may  be  provided.   The  amendments 
provide  for  75%  federal  reimbursement  for  services  to  former,  present, 
and  potential  recipients  of  public  assistance.   Further  amendments  made 
in  1967  allow  contracts  with  public  agencies  for  the  purposes  of  providing 
the  social  services. 

Many  patients  treated  at  the  various  institutions  throughout  the  state 
may  be  classifiable  as  former,  present,  or  potential  public  assistance 
recipients,  thus  making  social  services  rendered  to  them  reimbursable  at 
75%  from  federal  sources.   Medical  assistance  is  now  available  to  those 
institutions  that  provide  medical  services  and  the  department  is  now  in 
the  process  of  certifying  those  eligible  patients  in  the  institutions. 
Social  services  rendered  to  such  patients  at  the  institutions  which  aid 
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in  preventing  and  reducing  the  dependency  of  such  patients  may  qualify 
for  75%  federal  financing. 

A  majority  of  patients  in  state  institutions  may  qualify  because  of 
their  illness  as  recipients  under  the  Aid  to  Disabled  Program. 

Since  1967,  when  the  amendments  to  the  Federal  Social  Security  Act 
made  available  the  additional  federal  financing  in  the  area  of  social 
services,  the  state  has  provided  social  services  at  the  various  institu- 
tions.  The  social  workers  employed  by  the  state  at  the  institutions 
are  financed  by  the  State  General  Fund.   Following  is  a  list  of  social 
workers  employed  by  the  institutions  as  of  August  1971. 

Boulder  River  School  &  Hospital 
Children's  Center 
Galen  State  Hospital 
Mountain  View  School 
Montana  State  Prison 
Swan  River  Youth  Camp 
Warm  Springs  State  Hospital 
Mental  Health  Program 
Institutions  Aftercare  Division 
Total 

In  1967  there  were  24  social  vorkers  employed  by  the  various  insti- 
tutions, and  the  number  has  increased  annually  to  the  current  total  of  39. 
If  their  work  is  primarily  to  prevent  or  reduce  dependency  of  the  present, 
former,  and  potential  public  assistance  recipients,  the  state  has  not 
received  potential  financing  available  for  the  five  fiscal  years,  including 
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Number  of 

Total  Annual 

Social  Workers 

Salaries 

6 

$  54,900 

4 

33,072 

1 

8,376 

2 

17,904 

3 

26,604 

1 

8,376 

6 

42,480 

5 

47,100 

11 

87.764 

39 

$326,576 

1971-72,  after  1967.   Based  on  the  August  1971  salary  rates,  the  potential 
federal  financing  available  but  not  received  is  from  $150,750  in  1967-68 
to  $245,000  in  the  current  fiscal  year,  or  an  average  approximating  $200,000 
annually  for  five  years. 

In  our  discussions  with  federal  and  state  administrative  personnel 
we  determined  that  the  department  could  purchase  a  service  agreement  with 
the  Department  of  Institutions  for  the  social  worker  services.   This  pro- 
cedure would  prevent  the  necessity  of  transferring  the  institutional  social 
workers  to  the  department. 

There  are  accepted  methods  used  by  other  states  to  receive  federal 
participation  by  reclassifying  personnel.   The  state  of  Colorado,  for 
instance,  transferred  approximately  100  vocation  counselors  from  a  100% 
state  financed  institutional  program  to  the  vocational  rehabilitation 
program  and  obtained  substantial  federal  grant  money  for  a  program  that 
was  already  operative.   Discussion  with  personnel  from  other  states  indi- 
cates that  other  programs  may  also  be  available  for  federal  financing. 
However,  there  are  many  complexities,  some  of  which  have  been  discussed 
above,  in  obtaining  federal  participation  in  these  programs.  We  believe 
that  this  requires  the  work  of  someone  intimately  familiar  with  the  pro- 
grams and  with  federal  regulations  in  order  to  obtain  such  participation. 
Federal  Financing  -  Summary 

We  have  discussed  four  areas  of  financing  where,  for  a  period  of  time, 
available  federal  money  was  not  obtained  based  on  the  alleged  lack  of 
knowledge  of  the  particular  program  or  regulation  involved.   We  have  also 
discussed  one  other  area  where  we  believe  there  could  have  been  opportuni- 
ties in  the  past  for  obtaining  additional  federal  financing  and  where  there 
may  be  opportunities  in  the  future.   In  both  situations  the  ultimate  cause 
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is  the  same,  i.e.,  the  department  has  not  adequately  fixed  the  responsi- 
bilities for  obtaining  the  maximum  federal  participation.   Without  someone 
to  keep  current  on  federal  regulations  and  what  other  states  are  doing  in 
obtaining  federal  financing,  and  to  actively  pursue  available  federal  re- 
sources for  people  who  work  in  the  program  areas,  the  state  will  continue 
to  receive  less  than  the  maximum  available  federal  participation. 

At  the  present  time  such  responsibility  is  not  clearly  established. 
For  specific  program  areas,  such  responsibility  is  assigned  to  the  depart- 
ment head  or  program  supervisor,  and  for  other  matters  such  as  cost  allo- 
cations, the  responsibility  is  that  of  the  Director  of  Finance.   During 
our  audit,  the  department  created  the  position  of  "Budget  and  Management 
Officer"  with  the  intent  that  such  responsibility  be  fixed  with  him.   We 
believe  that  the  department  should  at  least  fix  the  responsibility  of 
keeping  current  with  federal  rules  and  regulations  concerning  available 
federal  moneys  with  this  position  or  a  similar  position  in  the  department's 
finance  office.   This  person  could  coordinate  all  efforts  within  the 
department  and  between  the  department,  the  counties,  and  other  agencies 
to  obtain  the  maximum  federal  financing  and  limit  duplicative  efforts  to 
the  maximum  extent. 

RECOMMENDATION 

We  reoommend  that  the  department: 

1.  Fix  the  responsibility  of  keeping  current  with  federal 
social  programs  and  regulations  with  one  employee. 

2.  Require  that  all  matters  relating  to  financing  of 
department  activities  be  coordinated  through  this 
employee. 

3.  Require  planning  efforts  to  insure  that  the  depart- 
ment receives  all  moneys  available  from  the  Federal 

Government. 
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RESPONSIBILITY  FOR  FINANCIAL  SUPPORT 
Relative  Responsibility 

The  state  relative  responsibility  laws.  Sections  71-233,  through 
71-240,  R.C.M.  1947,  provide  that  certain  relatives  are  financially 
responsible  for  their  relatives  who  are  receiving  public  assistance 
payments.   The  department  is  charged  with  the  duty  of  carrying  out  this 
law  and  has  delegated  the  administration  of  the  function  to  the  counties. 

We  noted  that  in  most  counties  the  relative  responsibility  laws  are 
not  being  emforced.   For  example,  the  extent  of  one  county's  effort  to 
enforce  the  relative  responsibility  law  consisted  of  sending  to  relatives 
of  recipients  a  copy  of  the  law,  which  includes  the  relative  contribution 
scale.   The  county  director  of  this  county  stated  that  they  no  longer  do 
this  as  "no  one  would  back  us  up  in  enforcing  it." 

Similarly,  in  one  of  the  state's  larger  counties,  the  director  indi- 
cated that  the  county  was  not  depending  on  the  relative  responsibility  law 
because  the  state  was  not  providing  the  needed  cooperation.   Another  county 
was  not  pursuing  relative  responsibility  but  was  reducing  assistance  grants 
by  the  amount  provided  for  on  the  relative  contribution  scale,  where  both 
members  of  a  family  were  on  assistance. 

As  a  result  of  this  non-enforcement,  we  noted  a  situation  where  an 
individual,  with  an  annual  income  in  excess  of  $21,000,  was  not  contributing 
to  the  support  of  his  mother,  who  was  being  cared  for  in  a  nursing  home 
under  the  department's  Aid  to  the  Disabled  Program. 

We  noted  another  case  where  an  individual  who  earns  in  excess  of 
$25,000  annually  declined  to  contribute  to  his  mother's  care.   This  woman 
has  been  on  assistance  since  1965. 
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Most  states  have  some  form  of  relative  responsibility  law.   A  recent 
study  in  Wisconsin,  undertaken  by  a  task  force  on  public  assistance  created 
by  law,  concludes  that  there  is  a  legal  and  moral  responsibility  of  indivi- 
duals to  care  for  persons  who  have  certain  blood  relationships  to  them. 
The  study  report  points  out  that  public  assistance  payments  do  not  negate 
a  family's  responsibility,  but  merely  assist  when  the  responsibilities 
cannot  be  met.   The  report  concluded  that  relative  responsibility  laws 
should  reflect  this  responsibility  even  if  enforcement  is  difficult  and 
recommended  that  Wisconsin's  relative  responsibility  laws  be  retained. 

Current  relative  responsibility  laws  in  effect  in  Montana  are: 

Section  71-233,  R.C.M.  1947,  requires  the  various  counties,  upon 
receipt  of  an  application  for  public  assistance,  to  make  an  income  and 
financial  investigation  of  certain  relatives  of  the  applicant. 

Section  71-234,  R.C.M.  1947,  allows  the  department  to  make  further 
investigation  as  deemed  necessary  and  allows  the  department  to  determine 
the  extent  of  liability  of  those  responsible  under  the  law. 

Section  71-235,  R.C.M.  1947,  provides  for  the  joint  and  several 
liability  of  relatives  and  provides  a  relative  contribution  scale  based 
on  the  net  monthly  income  of  the  responsible  relative. 

Section  71-236,  R.C.M.  1947,  requires  the  department,  when  necessary, 
to  secure  income  information  regarding  responsible  relative  income  from 
the  State  Department  of  Revenue  and  authorizes  the  latter  to  release  such 
information  to  the  department. 

Sections  71-237  through  240,  R.C.M.  1947,  provide  right  of  action  by 
recipients  and  the  department  to  prosecute  relatives  of  recipients  and 
provides  for  disposition  of  amounts  recovered  received  through  such  actions. 
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We  determined  that  the  counties  do  not  make  financial  investigations 
of  responsible  relatives  as  provided  by  law,  nor  does  the  department  secure 
income  information  from  the  Department  of  Revenue,  as  provided  by  law. 

Our  office  contacted  the  Department  of  Revenue  and  were  informed  that: 

(1)  Requests  to  the  Department  of  Revenue  for  income  information  from 
the  department  are  almost  non-existent. 

(2)  Several  years  ago  representatives  of  the  department  and  the  Depart- 
ment of  Revenue  met  regarding  control  of  information  released  by  the  Depart- 
ment of  Revenue.   It  was  decided  at  that  time  that  the  policy  would  be  to 

go  to  the  state  tax  returns  for  information  only  as  a  last  resort. 

(3)  The  Department  of  Revenue  discourages  releasing  such  information 
to  the  department. 

We  attempted  to  obtain  from  the  department  a  history  of  the  amounts 
recovered  from  responsible  relatives,  as  provided  by  Montana  statutes.   We 
were  informed  by  department  officials  that  inasmuch  as  the  law  has  not  been 
enforced  there  is  little  or  no  recovery  from  relatives,  nor  is  there  any 
separate  accountability  for  any  recoveries  that  may  have  been  made. 

Without  a  detailed  review  of  the  responsible  relatives'  ability  to 
contribute,  records  are  not  available  to  determine  the  amount  lost  by 
the  department's  failure  to  enforce  this  law.  We  believe  that  this  loss 
could  be  prevented,  however,  by  the  department  making  a  concerted  effort 
to  enforce  the  relative  responsibility  laws  throughout  the  state. 

As  previously  indicated,  the  department  has  delegated  administration 
of  the  relative  responsibility  function  to  the  counties.   To  accomplish 
effective  results  we  believe  the  department  should  centralize  this  function 
in  the  state  office.   The  centralization  should  include  establishment  of 
a  special  staff  organization  whose  duties  would  include  a  vigorous  enforcement 
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of  the  laws.   Other  states  have  done  so  with  good  results. 

Montana  has  another  relative  responsibility  law  which  is  applicable 
to  the  Department  of  Institutions  (DI)  and  which  has  been  successfully 
enforced.   Section  80-1603,  R.C.M.  1947,  provides  for  recovery  from  those 
responsible  for  the  support  and  maintenance  of  persons  receiving  care  from, 
or  who  is  a  resident  of  any  of  the  state  institutions  listed  in  the  statute. 
Administrative  personnel  from  the  Department  of  Institutions  indicate  that 
their  recovery  program  averages  approximately  $50  per  month  per  responsible 
person.   The  program  is  actually  administered  by  a  special  staff  organiza- 
tion with  four  field  officers  to  do  investigative  and  followup  work.   We 
believe  that  the  department  could  be  experiencing  similar  success  with  a 
properly  administered  program,  which  would  include  the  establishment  of 
special  organization  to  administer  the  program,  and  to  provide  for  pro- 
cedures and  practices  relative  to  making  and  levying  financial  assessments 
against  those  responsible. 

Followup  and  Resolution  of  Non-Support  Cases 

Federal  regulations  (Title  45,  Part  220.48)  require  the  state  to  meet 
certain  conditions  with  respect  to  establishing  paternity  relationships  and 
securing  support  for  children  receiving  AFDC.   The  regulations  require  that: 
1.   There  must  be  a  program  for  establishing  paternity  for  children 
born  out  of  wedlock  and  for  securing  financial  support  for  them, 
as  well  as  all  other  children  receiving  AFDC  who  have  been 
deserted  by  their  parents.   Efforts  must  be  made  to  locate 
natural  and  absent  parents  and  determine  their  capability  to 
provide  financial  support. 
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2.  There  must  be  provision  for  use  of  reciprocal  arrangements 
with  other  states  to  obtain  or  enforce  court  orders  for 
support  and  "There  must  be  a  single  staff  unit  in  the  state 
agency  ...  to  administer  this  program." 

3.  There  must  be  a  plan  of  cooperation  with  courts  and  law 
enforcement  officials  and  pertinent  information  must  be 
provided  them  when  assistance  is  needed  in  locating  natural 
or  deserting  fathers,  establishing  paternity  relationships 
and  securing  financial  support. 

The  department ' s  activity  in  the  area  of  follow-up  and  resolution  on 
non-support  cases  has  been  less  than  vigorous  and  almost  completely  in- 
effective.  We  found,  for  example,  that  the  department  does  not  have  an 
operable  staff  unit  which  concentrates  on  effectively  establishing  paternity 
and  securing  financial  support.   The  department's  effort  in  this  area  con- 
sists of  one  clerical  employee  who  corresponds  with  other  agencies  and 
departments  relative  to  obtaining  information  on  errant,  natural,  and 
absent  parents  of  AFDC  supported  children.   This  employee's  primary  duties 
are  concerned  with  maintenance  of  foster  care,  day  care,  and  adoptive 
records,  which  constitutes  a  full-time  job  by  itself.   She  is,  in  effect, 
the  single  staff  unit  specified  in  the  federal  regulations. 

While  the  department  does  have  statutory  provision  for  the  use  of 
reciprocal  arrangements  with  other  states  (Section  93-2601,  R.C.M.  1947, 
enacted  by  the  1969  Legislative  Assembly) ,  the  department  has  not  made 
effective  use  of  the  statute.   Similarly,  the  department  does  not  have  an 
operative  program  of  cooperation  with  the  courts  and  law  enforcement  agencies 
in  providing  assistance  in  Ident I fylng  and  locating  natural  and/or  deserting 
fathers. 
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Examination  of  department  records  and  discussions  with  the  people 
involved  in  various  cases  disclosed  numerous  situations  which  illustrate 
the  absence  of  effective  action  on  the  part  of  the  department  in  almost 
every  area  ranging  from  establishing  paternity  and  using  and  cooperating 
with  other  states,  to  securing  financial  support  either  voluntarily  or 
through  court  action.   Some  of  the  cases  which  illustrate  this  follow: 

Case  #1.  A  man  identified  by  an  unwed  AFDC  mother  as  the  father  of 
her  child  returned  to  the  state  to  visit  with  the  mother  and  child.   Al- 
though the  department  was  aware  of  his  presence,  no  action  to  establish 
paternity  or  obtain  financial  support  was  taken  in  this  case. 

Case  //2.   An  AFDC  mother  stated  that  the  father  of  her  child  who  is 
also  the  father  of  another  child  in  another  city,  has  visited  her  on  many 
occasions.   The  identity  of  the  man  who  is  being  put  through  college  by 
his  parents,  is  known  to  the  department.   Nevertheless,  no  action  has 
been  taken  by  the  department  to  establish  paternity  or  collect  financial 
support. 

Case  //3.   One  man  who  was  identified  by  an  AFDC  mother  as  the  father 
of  her  child  admitted  to  being  the  father  and  even  helped  to  defray  the 
hospital  expenses  incurred  by  the  mother  at  childbirth.   The  man  was  identi- 
fied to  department  personnel  by  the  AFDC  mother,  who  provided  the  man's 
name,  address,  and  his  current  family  obligations.   The  man  was  never 
contacted  by  the  department  and,  as  a  consequence,  no  financial  support 
was  obtained. 

Case  /M.   An  ex-husband  refused  to  make  support  payments  because  the 
last  time  he  came  into  Montana  to  see  the  children,  the  wife  had  him  in- 
carcerated.  Consequently,  the  man  has  indicated  that  he  has  "no  intention 
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of  paying  support."  Because  of  this,  the  AFDC  mother  has  filed  a  reciprocal 
action  with  the  county  attorney  since  the  man  is  now  out  of  state.   The 
mother  feels  that  nothing  will  come  of  the  action  as  the  department  is 
not  assisting  her  or  following  through  on  it.   Consequently,  it  is  likely 
that  no  financial  support  will  be  forthcoming. 

Case  #5.  An  ex-husband  living  out  of  state  sent  air  fare  to  his  son 
who  is  an  AFDC  recipient  in  Montana,  so  the  son  could  spend  some  time 
with  him.   The  AFDC  mother  indicated  that  the  teenage  son  has  corresponded 
with  her  indicating  that  the  father  is  living  in  a  "big  home"  which  has 
a  "private  swimming  pool,"  and  is  working  at  two  jobs.   In  this  case,  the 
ex -husband  and  father  of  five  children,  all  of  whom  are  receiving  AFDC, 
has  not  paid  child  support  and  the  department  has  done  nothing  to  secure 
such  support. 

Case  //6.  A  former  husband  of  an  AFDC  mother  works  and  owns  substantial 
ranching  property  in  the  state  but  has  refused  to  pay  child  support.  As  a 
consequence,  the  mother  and  child  are  on  AFDC.  The  mother  sought  the 
assistance  of  the  department  in  obtaining  support  for  her  child.  However, 
it  was  found  that  no  support  was  provided  for  in  the  divorce  decree  because 
according  to  the  AFDC  mother,  her  ex -husband  has  threatened  her  with  physical 
harm  if  she  sought  financial  support  or  any  interest  in  the  ranching  property. 
As  a  consequence,  the  mother  and  child  must  rely  on  public  assistance  through 
AFDC. 

The  courts  usually  decree  that  in  divorce,  paternity,  and  other  actions 
where  a  responsible  parent  is  not  going  to  live  with  his  children,  that 
the  parent  (primarily  fathers)  provide  financial  support  to  the  children. 

We  noted  during  our  audit  that  recipients  in  counties  throughout 
the  state  were  generally  unsuccessful  in  obtaining  financial  relief  in 
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non-support  cases.   In  some  instances  we  found  that  recipients  were 
actually  discouraged  from  seeking  financial  support  or  from  pursuing 
such  actions,  as  illustrated  by  the  following  examples  of  information 
obtained  from  interviews  and  county  records. 

Example  1.  An  AFDC  mother  is  aware  of  the  present  employment  situation 
of  the  ex-husband  and  father.   No  support  has  been  received  since  the  di- 
vorce three  years  ago.   The  mother  indicated  that  she  has  taken  the  matter 
to  the  County  Attorney  to  press  non-support  charges.   She  stated  that  the 
County  Attorney  told  her  it  would  do  little  good  and  suggested  that  she 
forget  it. 

Example  2.   An  AFDC  recipient  in  a  small  county  sought  the  assistance 
of  the  county  in  securing  support  from  her  ex-husband,  but  was  unable  to 
secure  assistance  because  the  County  Attorney  defended  her  ex-husband  in 
the  divorce  action,  and  she  was  told  this  would  necessarily  constitute  a 
conflict  of  interest. 

Example  3 .   An  AFDC  mother  has  three  children  for  whom  she  has  not 
received  support  from  the  children's  father  as  decreed  by  the  courts  in 
1966.   The  ex-husband  concerned  is  remarried  and  has  five  children  by  his 
present  wife.   The  mother  said  that  she  had  wanted  to  sign  a  warrant  for 
his  arrest  regarding  child  support,  but  was  told  by  county  personnel  that 
it  would  cause  trouble  and  they  suggested  that  she  forget  it. 

Example  4.   An  unwed  mother  was  seeking  assistance  from  a  County 
Attorney's  Office  regarding  filing  a  paternity  suit  against  the  putative 
father  of  her  illegitimate  baby.   The  unwed  mother  reported  she  was 
advised  that  these  situations  usually  create  more  problems  and  a  good 
deal  of  hard  feelings,  and  rarely  accomplish  anything. 
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County  attorneys  throughout  the  state  are  often  requested  by  the 
department  and  individuals  to  pursue  actions  for  non-support.  In  our 
review  of  applicable  state  statutes  we  could  not  determine  where  the 
various  county  attorneys  were  specifically  charged  with  the  responsi- 
bility for  pursuing  support  actions.  However,  the  Uniform  Reciprocal 
Enforcement  of  Support  Act  (URESSA)  specifies  and  charges  the  various 
county  attorneys  with  this  responsibility.  The  URESSA  actions  only  per- 
tain to  foreign  (inter-county  and  inter-state)  cases. 

During  the  course  of  our  audit  we  contacted  various  county  attorneys 
who  generally  indicated  the  following  problems  in  the  area  of  non-support 
cases. 

1.  Support  payments  are  difficult  to  obtain  for  a  variety  of 
reasons. 

a.  Present  statutes  prescribe  a  non-support  offense  to 
be  treated  as  a  felony.  Punishment  usual  to  a  felony 
is  incarceration,  which  rarely  solves  the  support 
payment  problem,  and  in  some  cases  creates  additional 
financial  problems,  i.e.,  loss  of  income,  loss  of 
support  to  present  families,  etc. 

b.  Courts  often  tend  to  be  lenient,  especially  in  URESSA 
cases,  where  the  court  is  removed  from  those  originating 
the  action  and  tends  to  give  the  obligor  the  benefit 

of  the  doubt. 

2.  The  department  should  take  a  more  active  role  in  non-support 
cases  and  not  leave  disposition  entirely  up  to  the  county 
attorneys. 
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We  believe  the  foregoing  examples  illustrate  the  need  for  more  positive 
action  by  the  department  in  seeking  and  obtaining  financial  support  from 
fathers  of  AFDC  families.   The  critical  need  for  more  positive  action  in 
this  area  is  also  indicated  by  the  fact  that  over  80  percent  of  AFDC  cases 
in  Montana  materialize  because  the  father  refuses  to  support  his  children. 

In  this  regard,  the  following  table  depicts  the  characteristics  of 

recent  AFDC  cases  in  Montana,  the  mountain  states,  and  nationally: 

1969         1969         1969 
National   Mountain  States   Montana 
Average       Average Average 


1 .  Deceased  5 . 5% 

2.  Incapacitated  11.7% 

3.  Divorced  13.7% 

4.  Separated  13.7% 

5.  Deserted  15.9% 

6.  Not  married  to  mother  27,9% 

7.  Institutionalized  2.6% 

8.  Other  9.0% 

100.0% 


4.8% 

14.5% 

25.0% 

10.6% 

12.4% 

21.5% 

1.9% 

9.3% 

100.0% 


3.7% 

11 . 5% 

35.4%  ) 

) 

14.7%  ) 

) 
7.2%  )  80.9% 

) 
23.6%  ) 

2.9% 

1.0% 


100.0% 


As  is  obvious  in  the  preceding  table,  other  states  are  also  finding 
that  the  refusal  of  fathers  to  support  their  children  accounts  for  a  signi- 
ficant percentage  of  AFDC  cases.   In  this  regard,  one  state  requires  parents 
living  apart  from  their  children  to  provide  information  relative  to  their 
financial  condition  and  to  discuss  the  matter  of  financial  support  with 
the  state.   Failure  to  provide  the  information  and  appear  to  discuss  it  is 
a  misdemeanor.   In  a  similar  view,  another  state  has  established  a  state 
location  service  which  functions  as  a  statewide  center  for  information  on 
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absent  parents  who  refuse  to  support  their  families.   Evaluation  of  this 
service  indicates  that  it  is  an  effective  undertaking  in  reducing  the  level 
of  the  AFDC  program  in  the  state.   And  in  still  another  state  an  effort  is 
being  undertaken  by  the  state  social  assistance  department  to  establish  a 
better  relationship  with  law  enforcement  officials  and  work  with  the  tax 
authorities.   In  this  regard  the  Federal  Internal  Revenue  Service  has  co- 
operated through  the  use  of  social  security  numbers  by  informing  the  state 
of  the  location  of  the  father  and  his  earnings,  whereupon  the  department 
determines  whether  the  father  should  be  paying  more  to  his  family. 

We  believe  Montana  should  establish  a  more  active  approach  to  securing 
financial  support  from  fathers  whose  families  are  on  AFDC.   This  approach 
should  include,  as  required  by  federal  regulation,  the  establishment  of  a 
trained  staff  organization  to  undertake  a  vigorous  and  thorough  program 
of  follow-up  and  resolution  of  AFDC  resulting  from  the  refusal  of  an  absent 
parent  to  provide  financial  support.   This  program  should  include: 

(1)  A  payment  system  whereby  the  public  assistance  payments 
to  AFDC  recipients  are  computed  and  made  without  regard 
to  child  support  upon  the  premise  that  the  state  will 
collect  and  retain  the  child  support  payments  as  an  offset 
against  the  assistance  payments.   In  this  regard,  the 
recipient — as  a  condition  of  receiving  the  full  AFDC 
payment — would  assign  or  subrogate  child  support  payments 
to  the  state,  with  the  state  assuming  responsibility  for 
collection  of  the  child  support  payments. 

(2)  Collection  services  operating  on  a  statewide  basis  to 
locate  absent  parents  and  collect  and  monitor  child 
support  payments. 
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(3)  Greater  reliance  on  and  cooperation  with  other  states 
and  the  Federal  Government  in  locating  and  securing 
financial  support  from  absent  parents. 

(4)  Closer  cooperation  with  judicial  and  law  enforcement 
authorities  in  the  investigation  and  prosecution  of 
cases  where  financial  support  is  warranted;  in  addition, 
we  believe  the  department  should  review  present  legis- 
lation to  determine  whether  there  is  a  need  for  stronger 
or  more  specific  non-support  laws  and  seek,  such  legis- 
lation, if  appropriate. 

As  with  the  resolution  of  the  relative  responsibility  cases,  we 
believe  that  the  creation  of  the  special  staff  organization  proposed  in 
the  preceding  comments  would  assist  in  the  resolution  of  the  non-support 
cases. 


RECOMMENDATION 

We  reoommend  that  the  department: 

1.  Establish  a  trained  staff  organization  to  specialize  in 
the  follow-up  and.  resolution  of  those  relative  responsi- 
bility and  AFDC  oases  where  relative  and  parental  financial 
support  is  absent. 

2.  Utilize  the  income  information  from  the  Department  of 
Revenue i  as  provided  by  law^   to  determine  ability  of 
responsible  relatives  to  provide  support  of  the  appli- 
cant for  assistance. 

3.  Make  additional  investigations  as  necessary  to  determine 
the  liability  of  those  responsible  under  the  law. 
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4.  Inform  all  oonoerned  of  the  rights  and  obligations  of 
the  department J  recipients j  responsible  relatives ^   and 
parents  under  the  law. 

5.  Levy  financial  assessments  based  on  the  relative  contri- 
bution scale  as  provided  in  the  law  and  establish  the 
liability  of  such  responsible  relatives . 

6.  Initiate  legal  action^  when  neaessaryj  as  provided  by 
laWy   to  enforce  the  relative  responsibility  and  non- 
support  provisions. 

7.  Develop  an  information  system  to  document  the  efforts 
of  the  department  to  obtain  recovery  from  relatives  and 
other  responsible  individuals^  and  the  disposition  of 
each  such  effort. 

8.  Review  the  present  statutory  relative  contribution  scale^ 
determine  the  need  for  updating  the  contribution  scdle^ 
and  if  it  is  needed^  request  the  legislature  to  enact 
the  needed  changes. 
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PUBLIC  ASSISTANCE  LIENS 

State  laws  governing  public  assistance  stipulate,  with  certain  exceptions, 

that  liens  be  filed  by  the  department  against  the  real  property  and  estates 

of  public  assistance  recipients.   In  some  instances  liens  are  required  as 

a  condition  of  participation  in  the  public  assistance  programs,  while  in 

other  instances  liens  are  required  to  be  filed  only  upon  the  death  of  a 

recipient.  The  following  table  depicts  the  lien  requirements  relative  to 

the  various  public  assistance  programs: 

Lien  Required 
Upon  Ei 
Program 

AFDC 

ANB 

OAA 

AD 

MA 

GA 

Section  71-243,  R.C.M.  1947,  specifies  that  liens  required  as  a 
condition  of  participation  in  the  OAA  and  AD  programs  be  filed  by  the 
respective  county  offices  immediately  upon  the  award  of  a  public  assist- 
ance grant.   The  purpose  of  these  liens,  which  are  to  be  filed  in  the 
same  manner  as  real  estate  mortgages,  is  to  secure  repayment  of  the  entire 
amount  of  public  assistance  paid  to  the  recipient  upon  his  death  or  upon 
sale  or  conveyance  of  the  property.  However,  Section  71-244,  R.C.M.  1947, 
prohibits  foreclosure  on  the  lien  property  so  long  as  it  is  occupied  by 
the  recipient,  his  spouse,  or  dependents  except  where  the  assistance  was 
obtained  by  fraud. 

In  the  case  of  liens  filed  at  the  time  of  death  of  recipients  (MA, 
ANB,  OAA,  and  AD  programs) ,  Section  71-247  requires  the  department  to  file 
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the  lien  in  the  form  of  a  claim  against  the  estate  of  the  deceased  recipient. 
Again,  however,  the  law  specifically  prohibits  the  department  from  enforcing 
the  lien  while  the  property  is  occupied  by  the  surviving  spouse  or  dependents 
of  the  recipient. 

The  money  recovered  from  the  liens  filed  by  the  department  and  county 
offices  is  divided  by  the  department  and  distributed  to  the  State  General 
Fund,  Federal  Government,  and  applicable  counties  in  proportion  to  their 
original  participation  in  the  program.   The  amounts  recovered  and  distri- 
buted in  fiscal  year  1969-70  were  as  follows: 

Program  Federal     State     County     Total 

Old  Age  Assistance         $  95,369  $  28,788   $  14,380  $138,537 
Aid  to  Disabled  7,873     1,438      2,878    12,189 

Aid  to  Needy  Blind  5,384     2,166      1,083     8,633 

Medical  Assistance  22.051     6.774      6.774    35.599 

Total  $130.677  $  39.166   $  25.115  $194.958 

Our  review  in  the  area  of  public  assistance  liens  disclosed  a  niomber 
of  weaknesses  which  we  believe  are  primarily  attributable  to  the  fact  that: 
(1)  responsibilities  with  respect  to  public  assistance  liens  are  divided 
between  the  state  and  counties,  and  (2)  the  department  does  not  have 
effective  procedures  to  oversee  the  implementation  of  the  statutes  relating 
to  public  assistance  liens.   The  weaknesses  which  illustrate  these  two 
points  are  as  follows: 

1.  Counties  do  not  always  obtain  or  properly  file  public 
assistance  liens. 

2.  The  department   s  no  routine     em  to  determine  whether 
or  not  public  assistance  ■"  ■  -    -,e  been  filed  by  counties 
as  requir'^^-^  by  law. 


3.  The  department  does  not,  as  a  matter  of  practice,  foreclose 
on  public  assistance  liens  even  though  authorized  to  do  so 
by  law. 

4.  There  is  an  absence  of  Infonbation  at  the  department  level 
with  respect  to  the  amount  of  recoveries,  value  of  liens, 
and  value  of  assets  against  which  the  liens  are  levied. 
Consequently,  it  is  difficult  for  the  department  to  provide 
meaningful  information  about  public  assistance  liens  and 
recoveries  on  liens  and  to  make  informed  decisions  with 
respect  to  settlement  of  liens. 

5.  The  manner  in  which  public  assistance  liens  are  handled 
varies  widely  from  county  to  county  and,  as  a  result, 
the  purpose  of  such  liens,  i.e.,  recovery  of  public 
assistance  payments,  is  not  being  uniformly  attained. 

Each  of  the  foregoing  weaknesses  can  be  demonstrated  by  examples  noted 
during  the  course  of  our  review.   For  example,  we  found  instances  where 
one  county  was  in  the  process  of  filing  liens  against  the  property  of  re- 
cipients who  had  been  receiving  public  assistance  for  nearly  four  years. 
If  the  recipients  in  these  Instances  had  died  before  the  liens  were  filed 
the  department  would  have  lost  the  secured  position  against  the  estate  of 
the  recipients. 

In  other  instances,  we  noted  cases  where  the  department  lost  potential 
recoveries  of  public  assistance  payments  because  of  delays  and  untimely 
action.   In  one  such  case  an  old  age  assistance  recipient  moved  to  another 
state  to  live  with  relatives,  and  in  doing  so  abandoned  her  home  in  Montana, 
after  receiving  $9,521  in  public  assistance.  The  house  against  which  a 
public  assistance  lien  was  filed  remained  vacant  for  four  years  during 
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which  it  physically  deteriorated.   Although  the  house  had  been  appraised 
at  $6,383,  it  was  eventually  sold  by  the  county  for  $3,961,  plus  taxes 
in  arrears.   Consequently,  the  public  assistance  lien  of  $9,521  was  only 
satisfied  to  the  extent  of  $3,961.   In  this  regard,  prompt  foreclosure 
action  by  the  department  could  have  resulted  in  greater  recovery. 

Throughout  our  examination  of  the  public  assistance  lien  area  we 
noted  a  general  reluctance  on  behalf  of  the  department  to  institute  legal 
proceedings  such  as  foreclosure,  even  though  substantial  recoveries  could 
be  attained.   This  reluctance  also  extends  to  circumstances  where  counties 
choose  to  liquidate  real  property  belonging  to  recipients  in  settlement 
of  taxes  rather  than  satisfaction  of  public  assistance  liens. 

In  our  review  of  recoveries  made  by  the  department  we  noted  several 
cases  where  the  department  lost  potential  recoveries  because  a  third  party 
purchased  the  property  for  delinquent  taxes.   In  one  case,  river  front 
acreage  worth  approximately  $5,000  was  sold  to  a  relative  of  a  deceased 
recipient  for  $600  ($100  in  delinquent  taxes  and  a  $500  settlement  to  the 
department.  Rather  than  get  involved  in  litigation  regarding  the  priority 
of  the  public  assistance  lien  vs.  the  tax  lien,  the  department  accepted  a 
settlement  of  $500.   In  this  particular  case  the  public  assistance  lien 
was  in  the  amount  of  $2,306.   By  accepting  $500  in  settlement,  the  depart- 
ment lost  $1,806  in  potential  recovery. 

In  another  case,  property  which  had  been  appraised  at  $2,500  was  sold 
for  approximately  $300  in  delinquent  taxes.   The  department  had  a  public 
assistance  lien  of  $7,060  on  the  property  and  the  case  was  closed  without 
recovery. 

In  our  review  of  county  offices  we  noted  various  attitudes  towards  the 
treatment  of  public  assistance  liens  and  tax  liens.   Some  counties  take  the 
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attitude  that  tax  liens  should  have  preference  over  public  assistance 
liens  because  all  proceeds  from  tax  sales  will  go  to  the  county,  whereas 
if  a  public  assistance  lien  is  acted  upon,  the  county  will  only  receive 
about  15%  of  any  recovery  made  under  the  lien.   Recoveries  in  counties 
having  this  attitude  were  generally  less  than  those  counties  which  acted 
to  satisfy  public  assistance  liens  before  tax  liens.   In  fact,  our  analysis 
of  departmental  statistics  showed  a  wide  disparity  in  recoveries  from 
county  to  county,  even  though  some  counties  are  more  populated  than  others. 
We  attribute  this  disparity,  which  is  illustrated  in  the  following  table, 
to  the  variance  in  attitudes,  practices,  and  procedures  with  respect  to 
settlement  of  public  assistance  liens. 


Recoveries 

i  During  Fiscal  Year 

1970 

Pop. 

Four  Year 

Per  Capita 

Recovery 

Based  on 

County 

1967 

1968 

1969 

1970 

Total 

1970  Pop. 

A 

$  9,763 

$  24,788 

$  25,903 

$ 

15,868  $ 

76,322 

81,804 

$  .9330 

B 

10,702 

17,849 

26,370 

17,950 

72,871 

39,460 

1.8467 

C 

4,179 

1,376 

7,659 

8,681 

21,895 

33,281 

.6579 

D 

19,545 

14,607 

12,975 

12,761 

59,888 

58,263 

1.0279 

E 

13,250 

11,337 

6,464 

12,583 

43,634 

14,409 

3.0283 

F 

12,808 

23,208 

7,500 

17,397 

60,913 

41,981 

1.4510 

G 

8,314 

11,615 

5,548 

5,533 

31,010 

87,367 

.3549 

We  also  noted  that  no  routine  procedure  exists  wherein  the  department 
is  advised  of  the  death  of  recipients  and  probate  of  their  estates.   Conse- 
quently, the  department  has  liad  to  improvise  a  system  in  an  attempt  to  learn 
of  recipient  deaths  and  institute  claims  against  estates.   In  doing  this, 
the  department  has  primarily  relied  upon  counties  to  request  discontinuance 
of  public  assistance  upon  recipient  death.   The  department  also  uses  monthly 
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death  reports  from  the  State  Department  of  Health  and  Environmental  Sciences 
as  a  check  against  department  files  to  see  if  any  of  the  deceased  had  received 
public  assistance  in  the  past. 

The  efforts  of  the  department  in  this  area  have  not  been  without  problems. 
State  laws  require  that  claims  against  estates  must  be  filed  within  four  months 
of  the  first  published  notice  to  creditors.   Failure  to  file  a  claim  within 
that  time  frame  results  in  loss  of  the  claim's  priority  and,  from  the  depart- 
ment's standpoint,  further  attempts  to  recover  from  the  estate  are  abandoned. 
Consequently,  it  is  important  that  the  department  be  aware  of  the  death  of 
recipients  and  the  probate  of  deceased  recipient  estates.   This  could  be 
done  in  an  efficient  manner  through  cooperation  with  the  State  Department 
of  Revenue  which  has  timely  information  on  probate  actions. 

We  believe  the  primary  reason  for  the  previously  discussed  weaknesses 
is  the  absence  of  effective  procedures  at  the  department  level  tio  (1)  insure 
that  public  assistance  liens  are  always  filed  by  counties  as  required  by 
law,  and  (2)  take  prompt  and  proper  action  to  enforce  public  assistance 
liens.   At  the  present  time  only  two  employees  are  utilized  on  a  part-time 
basis  in  the  area  of  public  assistance  liens  and  recoveries.   We  believe 
this  is  inadequate  in  terms  of  the  requirements  of  law  and  the  potential 
recoveries  of  public  assistance  payments  that  could  be  attained  if  more 
effective  procedures  existed.   Much  more  could  be  accomplished,  in  our 
opinion,  if  a  specialized  staff  were  established  to  oversee,  on  a  full- 
time  basis,  the  state's  interest  in  public  assistance  liens.   This  staff 
could,  in  effect,  manage  public  assistance  liens  for  the  department  from 
the  standpoint  of  directing  and  following  up  on  activities  at  the  county 
level  in  the  application  and  enforcement  of  public  assistance  liens.   This 
would  include  the  development  of  routine  procedures  to  insure  that  liens 
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are  properly  filed,  foreclosure  procedures  are  promptly  instituted,  and 
claims  against  estates  and  execution  of  liens  are  accomplished  in  a  timely 


manner . 


RECOMMENDATIOU 

We  reoommend  that  the  depca-tment  establish  an  organizational  unit 
composed  of  a  full-time  staff  to  specialize  in  overseeing  and 
managing  the  activities  of  the  department  and  counties  with 
respect  to  public  assistance  liens. 
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GRANTS-IN-AID 

The  counties  are  charged  by  various  state  laws  with  providing  basic 
care  and  maintenance  to  those  in  need  within  the  counties.   The  counties 
meet  these  responsibilities  through  the  use  of  moneys  from  the  county  poor 
fund.   The  county  poor  funds  are  financed  primarily  by  a  county  property 
tax  which,  by  state  statute,  cannot  be  levied  at  a  rate  exceeding  17  mills. 
The  proceeds  of  this  tax  are  used  to  finance  the  county  activities  in 
relation  to  the  indigent,  including  county  general  and  medical  assistance, 
operation  of  county  facilities  for  the  indigent,  and  the  county  share  of 
the  categorical  public  assistance  programs. 

Occasionally  because  of  insufficient  revenues  and  excessive  general 
assistance  costs,  some  counties  are  unable  to  meet  the  on-going  costs  of 
county  assistance.  When  these  situations  occur  the  counties  become  eligible 
for  grants-in-aid  from  the  state.  In  this  regard.  Section  71-311,  R.C.M 
1947,  requires  the  department  to  provide  direct  financial  assistance  in 
the  form  of  a  grant-in-aid  to  counties  which  cannot  meet  the  anticipated 
costs  of  county  general  assistance. 

Depending  upon  the  amount  of  money  available,  the  department  has  either 
awarded  the  grants-in-aid  from  departmental  funds  or  sought  special  appro- 
priations from  the  Legislative  Assembly.   In  1971,  for  example,  the  42nd 
Legislative  Assembly  passed  special  appropriation  legislation  to  provide 
the  department  with  $530,000  from  the  General  Fund  for  payment  of  grants- 
in-aid  to  three  counties  which  were  unable  to  meet  county  assistance  costs. 
The  trend  of  grants-in-aid  and  counties  involved  over  the  last  ten  years 
is  as  follows: 
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Fiscal 

COUNTIES  REC 

EIVING  G 

RANTS-IN-. 

klD 

Year 

A         B 

C 

D 

E 

Total 

1970-71 

$290,000  $  ~ 

$  ~ 

$27,514 

$ 

272,000 

$ 

589,514 

1969-70 

~ 

~ 

— 

~ 

~ 

1968-69 

~ 

~ 

~ 

205,000 

205,000 

1967-68 

122,500 

~ 

~ 

585,000 

707,500 

1966-67 

~ 

~ 

15,300 

150,000 

165,300 

1965-66 

~ 

~ 

~ 

~ 

— 

1964-65 

~ 

~ 

~ 

180,000 

180,000 

1963-64 

~ 

~ 

~ 

247,751 

247,751 

1962-63 

117,000 

1,700 

~ 

477,150 

595,850 

1961-62 

252,809 



7,100 
$49,914 

|g. 

296,866 
,413,767 

H 

556,775 

$659,809  $122,500 

$1,700 

,247,690 

As  shown  in  the  preceding  table,  state  grants-in-aid  have  almost  been 
an  annual  occurrence  during  the  past  ten  years.   In  fact,  grants-in-aid  for 
the  current  year  (1971-72)  have  also  been  requested  by  four  of  the  five 
counties  depicted  in  the  preceding  table.   Two  of  the  counties  (identified 
in  the  table  as  Counties  "B"  and  "D")  have  not  yet  specified  the  amounts 
which  will  be  needed,  but  have  notified  the  department  that  grants-in-aid 
will  be  necessary  to  continue  county  assistance  activities.   The  other  two 
counties,  identified  in  the  table  as  Counties  "A"  and  "E"  have  already 
formally  requested  grants-in-aid  of  $500,000  and  $240,000  respectively. 
Consequently,  when  all  four  counties  formally  file  their  requests  with 
the  department,  grants-in-aid  for  the  current  year  may  constitute  a  sub- 
stantial amount. 
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EVALUATION  OF  NEED  •  ,^ 

Because  of  the  dollar  significance  and  recurrence  of  grants-in-aid 
as  discussed  above,  we  examined  the  practices  of  the  department  in  deter- 
mining county  need  for  grants-in-aid,  and  selectively  analyzed  and  compared 
the  aspects  underlying  the  need  for  grants-in-aid  in  certain  counties.   Our 
examination  disclosed  that  the  department  does  little  or  nothing  to  pinpoint, 
examine  into,  or  rectify  the  factors  which  necessitate  grants-in-aid. 

Prior  to  awarding  a  grant-in-aid,  the  department  visits  the  county (ies) 
Involved  and  makes  what  can  best  be  described  as  a  cursory  evaluation  of 
the  need  for  the  grant.   In  accompanying  department  officials  on  two  such 
visits  we  noted  that  the  department's  evaluation  was  primarily  confined  to 
need.  I.e.,  determination  as  to  whether  the  amount  requested  was  correct. 
Reconciliations  of  outstanding  and  paid  warrants  to  cash  on  hand  were  made, 
expenditures  were  examined  on  a  test  basis,  and  limited  Information  was 
obtained  on  county  revenue.  No  county  hospital  records  were  examined  or 
scrutinized.  Statements  of  county  officials  were  accepted  without  verifi- 
cation. There  was  no  analysis  of  trends,  type  of  revenue,  or  comparison 
of  revenue  received  with  anticipated  revenues,  nor  other  development  of 
information.   In  short,  little  or  nothing  ia  done  by  the  department  to 
analyze,  evaluate,  or  compare  the  county  practices  which  result  in  a  shortage 
of  money  for  county  assistance  activities  and,  consequently,  a  need  for  a 
state  grant-in-aid.  Nothing  is  done  in  this  regard,  even  though  statistics 
and  information  available  to  the  department  indicate  wide  variances  in 
practices  and  related  costs  exist  in  various  counties  and  one  county. 
Identified  as  County  "E"  in  the  previously  presented  table,  has  received 
In  excess  of  $2.4  million  in  state  grant  moneys  during  eight  of  the  last 
ten  years. 
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The  recurring  need  for  grants  in  this  particular,  case,  as  well  as 
the  variance  of  practices  and  costs  among  counties,  in  our  opinion,  illus- 
trates a  need  for  closer  departmental  examination  of  county  administrative 
and  operating  procedures  in  the  area  of  county  assistance. 

The  need  for  closer  examination  of  county  assistance  activities  is 
also  evidenced  by  the  results  of  our  summary  examination  and  comparison 
of  one  county's  practices.  In  comparing  this  county,  which  is  identified 
as  County  "A"  in  the  previously  presented  table,  with  a  comparable  county 
which  has  not  received  state  grants-in-aid,  we  found  numerous  inconsistencies. 
While  the  two  counties  are  of  similar  geographical  size,  have  similar  popu- 
lation statistics,  and  similar  costs  of  general  government,  the  statistics 
related  to  the  county  assistance  programs  vary  widely.  For  example.  County 
"A"  had  2,520  general  assistance  cases  during  1970-71,  in  contrast  to  480 
cases  in  the  comparable  county.  Furthermore,  County  "A"  spent  about  $72 
on  each  general  assistance  case  while  the  comparable  county  spent  only  about 
$43  per  case.  Similarly,  County  "A"'s  expenditures  for  county  medical 
assistance  far  exceeded  those  of  the  comparable  county,  as  depicted  in  the 
following  table. 


Comparable 


County  Program  County  "A" 

Physician  Services  $  57,280 

Hospital  Services  257,408 

Drugs  73,311 

Nursing  Care  323,515 

Other  11.232 

total  $722.746 


County 

Difference 

$15,628 

$  41,652 

40,949 

216,459 

13,131 

60,180 

21,338 

302,177 



11.232 

$91,046 

$631,700 

-174- 


The  data  in  the  foregoing  table  indicates  that  County  "A"  spends 
almost  seven  times  as  much  money  for  county  medical  assistance  as  the 
comparable  county,  even  though  the  population  and  other  characteristics 
are  relatively  the  same.   Although  this  does  not  necessarily  mean  that 
one  county  is  correctly  administering  the  program  and  the  other  is  not, 
we  believe  these  gross  comparisons  are  meaningful  from  the  standpoint 
that  they  indicate  the  probability  of  major  differences  in  county  policies 
and  practices. 

We  did  not  analyze  the  factors  underlying  all  of  the  differences 
between  counties,  since  to  do  so  would  have  required  an  evaluation  of 
individual  recipient  services  furnished  by  the  counties,  which  was  beyond 
the  scope  of  our  review.  However,  we  did  identify  a  number  of  factors 
which  we  believe  contribute  to  the  differences  between  counties  and  which 
have  a  bearing  on  the  need  for  state  grants-in-aid.  We  found,  for  example, 
that  the  philosophy  underlying  county  assistance  varied  from  county  to 
county  depending  upon  the  attitude  of  county  personnel.   In  some  counties 
a  tough  attitude  is  taken  by  county  personnel  wherein  recipients  are  re- 
quired to  make  maximum  use  of  their  own  resources  and  potential  before 
being  given  county  assistance.   Other  counties'  personnel  have  more  liberal 
attitudes.   In  the  county  used  as  a  comparison  to  County  "A"  in  preceding 
examples,  we  noted  that  the  county  employs  a  full-time  physician  who  not 
only  screens  every  applicant  for  county  medical  assistance,  but  also  treats 
them  whenever  possible,  reviews  and  controls  all  plans  for  private  care, 
and  reviews  all  claims  for  medical  drugs.   In  contrast.  County  "A"  employs 
part-time  physicians  who  primarily  function  as  a  referral  service,  i.e., 
referring  recipients  to  other  private  physicians.   In  addition,  the  county 
medical  costs  are  also  higher  in  County  "A"  because  physicians  performing 
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services  under  the  county  medical  assistance  program  are  reimbursed  under 
a  schedule  which  is  23  percent  higher  than  that  allowed  under  the  state- 
federal  sponsored  Medical  Assistance  Program. 

We  also  found  variances  in  other  practices  between  counties  in  areas 
such  as  shelter  allowances,  county  work  programs,  food  stamps,  and  strike 
benefits.   In  this  latter  case,  we  noted  that  one  county  (identified  as 
County  "E"  in  the  table)  provided  $120,000  in  general  assistance  during 
1971-72  to  industrial  workers  on  strike.   In  contrast.  County  "A,"  which 
also  experienced  the  industrial  strike  during  1971-72,  used  very  little 
money  but  rather  provided  assistance  to  those  on  strike  primarily  through 
the  Food  Stamp  Program,  thereby  keeping  the  county  general  assistance 
costs  down. 

While  all  of  the  foregoing  have,  in  our  opinion,  a  causative  effect 
upon  the  need  for  state  grants-in-aid,  we  believe  they  strongly  illustrate 
the  need  for  a  practice  and  cost  monitoring  system  within  the  department. 
In  the  past,  the  department  has  apparently  been  content  to  let  the  need 
for  a  grant-in-aid  materialize  before  taking  action  in  the  form  of  a  grant- 
in-aid  award.   In  view  of  the  recurring  nature  and  significance  of  recent 
grants-in-aid,  we  believe  the  department  should  initiate  a  system  whereby 
the  underlying  causes,  trends,  policies,  and  practices  of  counties  request- 
ing grants-in-aid  are  continuously  monitored,  analyzed,  and  compared  to 
identify  areas  where  departmental  guidance,  control,  and  possible  legis- 
lation are  warranted.   The  requirement  for  information  of  this  type  already 
exists  in  that  Section  71-305,  R.C.M.  1947,  and  Section  4300  of  the  depart- 
ment's Economic  Assistance  Manual  provide  that  all  applicants  for  public 
assistance  be  accorded  equal  treatment. 


-176- 


RECOMMENDATION 

We  reoommend  that  the  department  establish  a  system  to  monitor, 
analyze,   and  compare   the  policies  and  practices  of  counties 
involved  in  requesting  state  grants-in-aid  to  determine   the 
reasons  for  the  need  for  the  grants,   so  that  consideration 
can  be  given  to  alleviating  the  causes,   including  requests 
for  legislation  if  needed. 

UNREALIZED  REVENUE 

While  our  review  of  county  policies  and  practices  disclosed  several 
areas  which  contributed  to  higher  county  assistance  costs,  we  also  noted 
a  number  of  areas  where  additional  revenue  could  have  been  realized  by 
one  county  in  particular.   This  unrealized  revenue,  which  we  calculated 
to  be  approximately  $300,000  in  1970-71,  would  have  eliminated  the  need 
for  the  state  grant-in-aid  award  of  $290,000  which  was  made  that  year. 
This  additional  revenue  could  have  been  realized  from  at  least  two  sources, 
namely,  proper  billing  of  the  county  convalescent  home  charges  and  distri- 
bution of  hospital  charges  in  excess  of  state  limitations. 
Convalescent  Home  Charges 

The  county  identifed  as  County  "A"  in  the  above  table  operates  its 
own  county  convalescent  home  which  provides  skilled  and  intermediate  nursing 
care  to  private  and  public  assistance  patients.   Our  analysis  of  county 
records  disclosed  that  the  county  was  billing  both  private  patients  and 
the  State-Federal  Medical  Assistance  Program  at  a  rate  which  is  below  cost, 
resulting  in  a  loss  which  is  absorbed  by  the  county  poor  fund.   We  found, 
for  example,  that  on  the  basis  of  actual  costs,  the  average  daily  reimburse- 
ment rate  per  patient  for  private  patients  in  1970-71  was  approximately 
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$4  less  than  the  average  daily  cost  of  care  per  patient  for  that  year. 
Consequently,  a  loss  of  $4  per  day  was  incurred  for  each  private  patient 
which,  when  projected  over  the  actual  days  of  private  patient  care  during 
the  year,  results  in  an  estimated  loss  of  approximately  $60,000,  which 
was  absorbed  by  the  county  and  eventually  the  State  General  Fund,   This 
loss  could  have  been  avoided  by  charging  private  patients  a  rate  which 
was  commensurate  with  cost. 

A  similar  situation  existed  with  respect  to  patients  treated  under 
the  State-Federal  Medical  Assistance  Program  which  reimburses  the  county 
hospital  at  a  daily  per  patient  rate  depending  upon  the  level  of  care. 
During  1970-71,  these  daily  per  patient  reimbursement  rates  were  also 
less  than  the  average  daily  cost,  resulting  in  a  daily  loss  of  approxi- 
mately $4  per  patient  and  a  projected  annual  loss  of  approximately  $250,000. 

Although  the  county  should  have  billed  the  Medical  Assistance  Program 
at  a  rate  which  was  commensurate  with  cost,  doing  so  would  not  have  re- 
sulted in  a  gain  to  the  county  of  the  entire  amount.   This  is  because 
the  Medical  Assistance  Program  is  a  matching  program  in  which  the  state 
and  county  participate  equally.   The  net  result  is  that  the  county  would 
have  realized  approximately  $230,000  in  additional  revenue  if  the  county 
charges  had  been  commensurate  with  costs. 

The  foregoing  is  an  additional  example  of  the  type  of  practices  which 
contribute   to  a  need  for  state  grants-in-aid,  and  which  we  believe  should 
be  evaluated  by  the  department.   Consequently,  we  believe  the  department 
should  determine  that  the  costs  of  county  operated  public  assistance  facili- 
ties are  reasonable  and  instruct  the  counties  to  charge  rates  which  are 
commensurate  with  these  costs. 
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RECOMMENDATION 

We  reoomnend  that  the  department  determine  that  costs  of  operating 
county  public  assistance  facilities  are  reasonable  and  instruct 
the  counties  requesting  state  grants-in-aid  which  operate  public 
assistance  facilities  to  charge  rates  which  are  commensurate 
with  costs. 

State  Imposed  Limitations 

County  participation  in  the  Medical  Assistance  Program  results  in 
counties  having  to  comply  with  certain  limitations.   For  example,  the 
State  Plan  limits  reimbursement  to  the  counties  for  inpatient  hospital 
care  to  only  the  first  14  days  per  patient  per  year.   Any  hospital  costs 
after  14  days  are  not  eligible  under  the  program,  as  are  not  prescription 
drug  costs  in  excess  of  $15  per  month  per  recipient.   These  limitations 
were  established  in  the  State  Plan  by  the  department  voluntarily.   There 
are  no  federal  regulations  providing  for  the  limitations.   Consequently, 
costs  in  excess  of  these  limitations  are  absorbed  by  the  county  poor  funds. 

We  contacted  all  county  directors  and  inquired  as  to  the  effect  these 
limitations  had  on  their  poor  funds  for  1970-71.  Responses  were  received 
for  37  of  the  counties  and  all  stated  that  they  pay  the  cost  In  excess  of 
the  state  limitations.  The  37  responding  counties  include  all  the  larger 
counties  and  represent  83%  of  the  total  county  medical  assistance  program 
costs  paid  during  1970-71. 

During  the  two  fiscal  years  ended  June  30,  1970  and  1971,  the  following 
sums  were  expended  by  the  counties  from  their  poor  funds  for  drugs  and 
medical  supplies  and  hospitals,  in  addition  to  the  counties'  contributions 
to  the  Medicaid  Program. 
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Fiscal  Year  Ended  June  30    Drugs  &  Medical  Supplies   Hospitals 

1970  $311,686  $1,377,854 

1971  365.386  1.602,491 
Two  Year  Total  $677,072  $2,980,345 

The  above  figures  include  the  costs  in  excess  of  the  state  limitations 
and  the  amounts  expended  from  the  poor  fund  for  medical  care  and  services 
to  recipients  who  were  not  eligible  for  a  federally  aided  assistance  cate- 
gory.  Expenditures  for  these  two  purposes  are  not  separately  identified, 
however.   Accordingly,  the  exact  total  cost  to  counties  in  excess  of  state 
limitations  is  not  known.   We  did,  however,  review  the  poor  fund  expendi- 
tures made  by  County  "A"  to  two  hospitals  during  1970-71.   Of  a  total  of 
$262,504  expended  to  these  hospitals,  46%  or  about  $120,000  was  for  costs  in 
excess  of  state  limitations,  i.e.,  for  payments  made  because  of  stays  in 
the  hospital  in  excess  of  14  days.   In  addition,  during  the  year  the  county 
expended  for  drugs  $73,317  which  consists  of  a  combination  of  payments  for 
those  recipients  on  general  assistance  and  categorical  assistance  in  excess 
of  the  $15  state  limitation. 

As  previously  discussed,  the  federal  matching  ratio  for  medical 
assistance  was  64.72%  for  the  1969-70  and  1970-71  fiscal  years,  with  the 
state  and  counties  sharing  the  remaining  35.28%  equally.   If  the  State 
Plan  had  provided  the  counties  pay  the  35.28%  required  matching  for  the 
cost  over  the  14-day  limitation,  receiving  the  balance  from  the  federal 
matching,  this  one  county  could  have  realized  a  savings  of  over  $77,000 
(64.72%  of  $120,000)  in  payments  to  the  two  hospitals  for  the  1970-71 
fiscal  year  plus  an  unknown  amount  for  drugs. 

We  believe  the  department  should  initiate  changes  in  the  State  Plan 
for  Medical  Assistance  to  permit  county  costs,  in  excess  of  state  limita- 
tions, to  be  eligible  for  federal  matching.   Under  a  system  such  as  this, 
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the  counties  would  continue  to  submit  claims  for  reimbursement  of  services 
even  though  the  state  limitations  have  been  exceeded.   Once  the  limitations 
are  reached,  however,  the  state  would  cease  participation  and  the  county 
would  assume  participation  at  the  existing  state/ county  rate  matched  by  the 
existing  federal  contribution  rate.   We  believe  a  system  such  as  this 
would  significantly  reduce  costs  at  the  county  level  and  is  feasible  since 
the  department  now  monitors  costs  to  prevent  exceeding    state  limitations. 

RECOMMENDATION 

We  reaorrmend  that  the  department  modify  the  State  Plan  for  Medical 
Assistance  to  allow  county  medical  assistance  costs,    in  excess 
of  state  limitations 3   to  be  eligible  for  federal  matching  partici- 
pation. 

DUPLICATE  PAYMENTS 

The  cost  of  county  assistance  programs  is  also  increased  by  payments 
which  duplicate  those  initial  payments  made  under  the  state  categorized 
aid  programs. 

The  primary  purpose  of  payments  under  the  county  General  Assistance 
Program  (GA)  is  to  provide  assistance  to  meet  the  applicant's  immediate 
needs.   It  is  often  paid  while  a  recipient  is  awaiting  eligibility  deter- 
mination for  assistance  under  the  Medicaid  Program.  When  this  determination 
has  been  made  the  recipient  is  taken  off  GA  and  enrolled  for  aid  in  the 
applicable  categorical  program. 

The  department  disburses  assistance  payments  to  categorical  program 
recipients  on  a  semi-monthly  basis.   The  payment  schedule  on  the  first  of 
the  month  is  for  those  already  receiving  federal  assistance.  A  supplemental 
payment  schedule  is  disbursed  on  the  15th  of  each  month  for  those  recipients 
adjudged  eligible  for  federal  assistance  between  the  twenty-third  of  the 
preceding  month  and  the  ninth  of  the  current  month.   Each  payment  schedule 
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includes  amounts  for  determined  needs  for  the  entire  month,  as  opposed  to 
being  prorated  based  upon  the  time  of  the  month  the  recipient  is  certified 
eligible. 

Application  of  the  above  payment  procedures  results  in  the  recipient 
receiving  duplicate  assistance  payments  during  the  period  he  first  receives 
federal  aid.   For  example,  when  an  AFDC  mother  applies  for  aid  on  the  third 
of  the  month,  she  receives  GA  until  the  15th.   On  the  15th  she  receives 
federal  categorical  aid  benefits  for  the  entire  month.   Therefore,  she 
receives  duplicate  payments  for  the  period  from  the  3rd  to  the  15th.   Since 
GA  is  payable  from  the  county  poor  fund,  the  county  receives  no  reimburse- 
ment from  federal  or  state  sources  for  these  expenditures. 

To  avoid  duplicate  payments  and  assist  in  reducing  county  costs,  we 
believe  the  department  should  establish  a  system  whereby  the  county  is  given 
credit  for  amounts  paid  recipients  while  awaiting  eligibility  determination 
and  initial  payment.   This  credit  should  be  equal  to  the  general  assistance 
payment  made  by  the  county  and  should  be  deducted  from  the  categorical  grant 
payment  to  the  recipient.   This  credit  could  be  given  in  the  form  of  a 
reduction  of  the  county's  share  of  the  categorical  aid  which  is  billed  to 
the  county  by  the  department.   This  can  be  illustrated  by  the  following  pro 
forma  example.   An  application  for  assistance  is  made,  approved,  and  an 
assistance  payment  of  $80  is  made  on  the  6th  of  the  month  by  the  county. 
The  application  is  submitted  for  approval  for  categorical  assistance  and 
approved  for  a  monthly  grant  of  $110.   On  the  15th  of  the  month,  the  depart- 
ment pays  the  recipient  $30,  constituting  the  difference  between  the  approved 
categorical  grant  and  the  $80  previously  paid  by  the  county.   On  the  next 
billing  to  the  county  for  the  county's  share  of  categorical  assistance,  the 
department  charges  the  county  for  the  county  participating  share  of  the  $110 
grant  and  reduces  the  billing  by  $80  to  reimburse  the  county  for  the  advance 

payment  made  to  the  recipient. 
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RECOMMENDATION 

We  recommend  that  the  department  establish  a  procedure  to  allow 
counties  credit  for  general  assistance  payments  made  to  recipients 
adjudged  eligible  for  categorical  aid  and  eliminate  duplicate 
payments  to  recipients. 

DISBURSING  ORDERS 

Section  71-307,  R.CM.  1947,  requires  that  all  relief  disbursements 
by  counties  shall  be  made  by  warrant  or  checks.   The  county  is  also  allowed, 
if  determined  necessary,  to  restrict  payments  of  assistance  through  the  use 
of  "disbursing  orders."  Disbursing  orders,  which  are  a  form  of  script,  are 
required  to  be  written  in  such  form  that  the  goods  and  merchandise  to  be 
provided  may  be  furnished  by  any  regular  dealer  with  the  county. 

Inquiry  as  to  the  method  of  disbursing  payments  of  assistance  revealed 
that  a  majority  of  counties  use  disbursing  orders  and  that  the  belief  is 
that  disbursing  orders  provide  better  control  over  the  types  of  purchases 
made.   For  example,  the  intended  use  of  the  orders  is  for  staple  food  items. 
To  accomplish  this,  imprinted  on  the  document  face  is  the  wording  "no  beer 
or  tobacco."  Contrary  to  intent,  however,  we  found  in  County  "A"  discussed 
above  significant  weaknesses  in  the  disbursing  order  procedures  which  result 
in  ineligible  and  unnecessary  county  costs  and  thereby  contributed  to  the 
county's  need  for  a  state  grant-in-aid. 

We  found  that  ineligible  items  could  easily  be  purchased  with  disbursing 
orders  in  the  county  without  detection  by  the  county.   For  example,  in  co- 
operation with  the  county,  we  obtained  a  disbursing  order  in  the  amount  of 
$30.   We  used  this  disbursing  order  to  make  purchases  at  grocery  stores  in 
County  "A"  and  another  county.   Examples  of  items  purchased  are  as  follows: 
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County  "A" 
Store  #1 

We  purchased  dog  food,  soap,  beer,  cigarettes,  and  toilet 
tissue  and  tendered  pajmient  with  the  $30  disbursing  order. 
The  total  of  the  items  was  $4.33  and  we  received  as  change 
2^  in  coin  and  $25.65  in  store  purchase  coupons.   The  coupons 
do  not  list  the  restriction  of  "no  beer  or  tobacco"  or  any 
other  restriction  of  items  that  can  be  purchased. 
Store  #2 

At  another  store  in  the  same  chain  in  the  same  town  we  pur- 
chased and  paid  for  with  the  coupons  the  following:   hair 
spray,  baby  food,  beer,  cigarettes,  and  rum  zombie  mix.   We 
received  46c  ii^  coin  for  change  from  a  $5  coupon. 
County  "X" 
Store  //3 

We  received  35c  in  coin  for  change  due  from  a  $5  coupon  that 
we  used  to  purchase  the  following  items:   pliers,  deodorant,' 
hair  spray,  and  a  pocketbook  novel. 
Store  #4 

We  received  18c  in  coin  from  a  $5  coupon  that  we  purchased 
the  following  items  with:  football,  cigarettes,  ping-pong 
balls,  and  beer. 

In  County  "X"  where  this  chain's  stores  do  not  use  but  honor  these 
coupons,  we  were  questioned  by  the  clerks,  who  said  the  coupons  were  good 
for  only  staple  food  items,  but  the  clerks  were  informed  by  their  super- 
visors to  accept  the  coupons  as  payment  for  the  items  purchased.   We 
were  not  questioned  regarding  purchases  made  at  other  stores. 
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Based  on  our  review  of  this  area,  we  believe  that  the  disbursing 
orders  are  not  accomplishing  the  purpose  of  "restricting  payment  for 
assistance."  Other  methods  may  be  more  effective  in  restricting  payment 
to  certain  goods,  i.e.,  food.   Suggested  alternatives  include  (1)  use  of 
a  coupon  book  in  various  denominations  with  the  recipient's  name  stamped 
on  each  coupon;  (2)  use  of  denominated  stamps  such  as  those  utilized  in 
the  federal  food  stamp  program;  or  (3)  issuance  of  department  coupons. 

We  also  believe  that  the  counties  should  notify  the  businesses  who 
may  accept  the  disbursing  orders  or  stamps  as  to  the  restrictions  that 
the  purchase  of  a  restricted  item  will  not  be  reimbursed  by  the  county, 
and  that  change,  credit,  or  refunds  will  be  restricted  to  the  guidelines 
which  the  department  may  adopt. 

RECOMMENDATION 

We  reoornmend  that  the  department  review  the  current  system  of 
providing  disbursing  orders  to  general  assistance  recipients 
and  make  the  necessary  changes  to  insure  that  payment  will  he 
made  only  for  those  items  permitted  by  established  regulations. 
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ADMINISTRATIVE  CONTROLS 

CONTROL  OVER  CASH 

There  are  several  aspects  of  the  department's  system  for  control  over 
moneys  under  its  control  that  should  be  changed  to  establish  an  adequate 
control  system.   These  needed  changes  include  a  major  change  in  the  method 
of  deposit  and  disbursement,  deletion  or  amendment  of  a  statute  in  the 
Public  Welfare  Act,  and  several  other  procedural  changes. 
Deposit  of  Moneys 

In  1963,  the  Legislative  Assembly  passed  the  Treasury  Fund  Structure 

Act  (Title  79,  Chapter  4,  R.C.M.  1947)  with  the  expressed  purpose: 

".  .  .to  simplify  the  accounting  system  and  treasury  fund 
stru.cture  of  the  state,  to  make  possible  the  full  utilization 
of  modern  accounting  methods,  to  provide  the  Legislative 
Assembly  with  a  greater  measure  of  control  over  public  moneys, 
and  to  enable  the  financial  records  of  the  state  to  accurately 
reflect  governmental  costs  and  revenues." 

To  accomplish  this  purpose,  the  receipts  and  disbursements  of  all  state 
agencies  must  pass  through  the  state  treasury. 

The  department's  present  procedures  do  not  include  deposit  in  the  state 
treasury  of  a  significant  portion  of  the  department's  receipts.   The  depart- 
ment only  processes  through  the  state  treasury  general  fund  appropriations, 
federal  moneys  that  are  obtained  through  letters  of  credit,  and  amounts 
recovered  from  estates  of  public  assistance  recipients  that  are  applicable 
to  state  moneys  previously  expended.   All  other  receipts  are  deposited 
locally  in  bank  accounts  maintained  by  the  department.   These  other  receipts 
during  the  fiscal  year  ended  June  30,  1970,  consisted  mostly  of  reimburse- 
ments from  counties  for  their  share  of  the  public  assistance  payments,  but 
also  included  state  moneys  received  from  sources  other  than  appropriations 
and  federal  moneys  received  directly  by  the  department.   A  breakdown  of 
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the  moneys  received  during  the  fiscal  year  ended  June  30,  1970,  is  as 

follows: 

Moneys  Not  Moneys 

Processed  Processed  Total 

Through  the  Through  the  Moneys 

State  Treasury  State  Treasury  Received 

State  Moneys  $   125,344    $  6,388,606   $  6,513,950 

Federal  Moneys  216,495     17,545,578    17,762,073 

County  Moneys  3,980,047         -0-        3.980.047 

Total  $  4.321.886    $23.934,184   $28.256.070 

Percentage  15.3%         84.7%        100.0% 

As  illustrated,  over  $4,000,000,  more  than  15%  of  all  moneys  received 
was  deposited  and  expended  by  the  department  without  disclosure  in  the 
state  central  accounting  system  for  the  fiscal  year  ended  June  30,  1970. 
Although  these  resources  are  not  processed  through  the  central  accounting 
system,  they  are  included  in  the  Executive  Budget  for  consideration  in  the 
plan  of  financing. 

There  are  several  statutory  provisions  that  require  deposits  in  the 

state  treasury  of  moneys  collected  by  state  agencies.   Section  71-901, 

R.C.M.  1947,  provides  that: 

"The  treasurer  of  the  State  of  Montana  is  hereby  designated 
as  the  appropriate  fiscal  officer  of  the  state  to  receive 
federal  funds.   All  money  appropriated  by  the  legislature 
for  public  welfare  purposes,  all  money  received  from  the 
United  States  Government  for  public  welfare  purposes,  and 
all  money  received  from  any  other  source  for  the  purposes 
set  forth  in  the  Public  Welfare  Act  shall  be  paid  into  the 
state  treasury  to  the  credit  of  the  State  Department  of 
Public  Welfare." 

Section  79-201  provides  in  part  that  among  the  duties  of  the  state 

treasurer  is:  . 

"to  receive  and  account  for  all  moneys  belonging  to  the 
state  .  .  .  ." 
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Section  79-210  provides  that: 

"The  State  Treasurer  ...  is  hereby  designated  as  the  fiscal 
officer  of  the  state  to  receive  from  the  United  States  Govern- 
ment .  .  .  any  and  all  funds  which  may  be  made  available  .  .  . 
to  the  state  of  Montana  .  .  .  for  any  purpose  or  use  whatsoever." 

Even  more  emphatic  of  the  legislature's  intent  that  all  moneys 

collected  by  the  department  should  be  deposited  to  the  appropriate  fund 

in  the  state  treasury  is  Section  3  of  the  act  appropriating  moneys  to 

the  department  for  the  1969-71  biennium  (Extraordinary  House  Bill  No.  4, 

Session  Laws  of  1969)  which  provides  as  follows: 

"Unless  otherwise  provided  in  this  act,  all  monies  received 
or  collected  from  any  source  whatsoever  by  the  agencies, 
boards,  or  institutions  named  in  this  act  shall  be  deposited 
in  the  state  treasury  and  credited  to  the  proper  fund." 

In  response  to  our  inquiry  in  connection  with  the  audit  of  another 
state  agency,  the  Attorney  General,  on  December  1,  1970,  advised  us  that, 
in  his  opinion,  the  legislature  intended  to  require  the  deposit  of  all 
moneys  received  or  collected  from  any  source  whatsoever  in  the  state 
treasury. 

Use  of  a  central  state  treasury  system  increases  control  over  the 
custody  and  disbursement  of  state  controlled  moneys  and  the  companion 
feature  of  the  system,  centralized  accountability  of  these  moneys, 
provides  the  basis  for  complete  disclosure  as  to  the  nature  of  the 
state's  financial  transactions. 

Based  upon  the  above  cited  statutes,  legal  opinion,  and  good  business 
practices,  we  believe  that  the  department  should  deposit  all  future  col- 
lections of  moneys  in  the  state  treasury. 

RECOMMEmATION 

We  recommend  that  the  department  deposit  all  cash  receipts  in 
the  state  treasury. 
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Disbursements 

The  purpose  of  the  establishment  of  the  Treasury  Fund  Structure  Act 
as  discussed  above  is  not  being  achieved  as  it  relates  to  the  department's 
moneys  that  are  deposited  in  the  state  treasury  because  of  the  department's 
disbursement  system.   The  basic  deficiency  of  the  system  is  that  it  provides 
for  the  withdrawal  on  a  quarterly  basis  of  lump  sum  amounts  from  the  depart- 
ment's accounts  in  the  state  treasury  and  deposit  of  these  amounts  into  bank 
accounts  from  which  the  department's  disbursements  are  made.   The  system 
results  in  disbursements  not  being  subjected  to  the  built-in  controls  of 
the  central  state  claim/warrant  disbursing  system. 

The  system  in  use  is  based  upon  the  provisions  of  Section  71-903, 
R.C.M,  1947.   This  section  was  included  in  the  Public  Welfare  Act  as  adop- 
ted in  1937  and  amended  in  1939.   The  section  provides  as  follows: 

"The  State  Department  of  Public  Welfare  shall  disburse  all  public 
assistance  grants  and  costs  of  administration  as  provided  for  in 
each  part  of  this  act  and  all  other  expenditures  authorized  to  be 
made  by  the  department.   The  funds  appropriated  shall  be  made 
available  for  such  disbursements  in  the  following  manner:    , 

"From  the  appropriations  made,  the  State  Department  of  Public 
Welfare  shall  as  soon  as  it  finds  that  it  needs  the  money,  be 
provided  with  an  imprest  fund  for  each  quarter  of  each  fiscal 
year  ordinarily  not  exceeding  one-fourth  of  the  appropriation 
made  for  the  fiscal  year;  provided,  however,  that  for  good  cause 
shown  a  larger  portion  than  one-fourth  of  the  appropriation  for 
the  fiscal  year  may  be  included  in  the  imprest  fund  for  any 
quarter.   Any  unexpended  balance  of  the  imprest  fund  made  avail- 
able for  one  quarter  and  remaining  unexpended  at  the  end  of  such 
quarter  shall  remain  available  for  the  use  of  the  department  for 
the  succeeding  quarter.   The  state  department  shall  be  responsible 
and  liable  to  the  state  for  all  funds  so  received,  and  the  depart- 
ment may  divide  the  funds  received  among  such  specific  accounts 
as  it  may  deem  necessary  or  desirable  to  establish. 

"In  order  to  obtain  money  for  the  imprest  fund,  the  department 
shall  present  claims  to  the  State  Board  of  Examiners;  upon  being 
approved  by  the  State  Board  of  Examiners  and  presented  to  the 
State  Auditor,  the  State  Auditor  shall  issue  his  warrant  or 
warrants,  and  upon  the  receipt  of  such  warrant  or  warrants 
the  State  Treasurer  shall  disburse  the  amounts  allowed  to  the 
State  Department  of  Public  Welfare. 
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"The  state  department  shall  establish  and  maintain  a  bank 
account  or  accounts  properly  safeguarded  by  the  deposit  of 
such  securities  as  may  be  used  by  depositories  as  security 
for  funds  under  the  control  of  the  State  Treasurer,  and 
these  securities  shall  be  subject  to  the  approval  of  the 
State  Examiner  and  the  State  Board  of  Public  Welfare.   This 
account  or  accounts  shall  be  subject  to  checks  or  orders 
drawn  by  the  state  department  for  the  payment  of  assistance 
grants,  the  cost  of  administration  of  the  state  and  county 
departments  and  for  all  other  expenditures  authorized  to  be 
made  by  the  department. 

"The  appropriations  made  for  the  period  beginning  March  2, 
1939,  and  terminating  with  June  30,  1939,  shall  be  made 
available  through  the  method  above  indicated  as  rapidly  as 
the  state  department  finds  that  the  funds  are  needed. 

"When  any  of  the  said  funds  are  deposited  in  any  bank  or  banks 
pursuant  to  the  foregoing  provisions  and  securities  have  been 
deposited  to  safeguard  these  deposits  as  above  required,  and 
the  securities  have  been  approved  by  the  State  Examiner  and 
by  the  State  Board  of  Public  Welfare,  the  State  Department  of 
Public  Welfare  and  all  its  officers  and  employees  shall  be 
released  from  any  liability  to  the  state  for  any  loss  that 
might  occur  through  the  failure  of  the  bank  to  repay  such 
funds  so  deposited  or  any  part  thereof  up  to  the  full  amount 
of  the  securities  deposited." 

We  believe  that  the  disbursement  system  provided  for  by  the  above 
cited  statute,  which  has  not  been  amended  in  over  30  years,  is  not  con- 
sistent with  the  best  interest  of  the  state's  social  services  programs. 
The  primary  reasons  for  this  are  as  follows: 

(1)  The  department's  system  does  not  provide  the  built-in 
control  and  informational  features  of  the  state  claim/ 
warrant  central  disbursement  system.   The  claim/warrant 
system  makes  claims  for  payment  subject  to  review  prior 
to  their  payment  by  the  State  Department  of  Administration, 
The  mere  fact  that  claims  are  subject  to  review  tends  to 
improve  the  accuracy  and  supportive  documentation  as  to 
their  justification  for  payment.   Equally  as  important  is 
the  fact  that  payments  processed  through  the  claim/warrant 
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system  and  the  resulting  central  reports  make  the  informa- 
tion more  readily  available  for  use  by  legislators,  state 
officers,  and  other  interested  parties. 

(2)  The  department's  system  is  duplicative  in  several  respects 
to  the  claim/warrant  system.   The  claim/warrant  system  is 
centralized  for  use  by  all  state  agencies  and  has  estab- 
lished procedures  to  handle  the  large  volume  and  various 
types  of  disbursements.   Any  separate  disbursement  system 
must  of  necessity  include  many  of  the  same  procedures,  such 
as  preparation  of  the  disbursement  document,  reconciliation 
of  bank,  accounts,  surveillance  of  collateral  deposits, 
canceling  long  outstanding  warrants,  etc. 

(3)  The  large  volume  of  the  department's  disbursements  can  be 
more  efficiently  processed  through  the  state's  central 
computer  than  through  the  department's  system.   The  depart- 
ment's volume  of  disbursements  has  continually  increased.. 
Currently  approximately  12,000  checks  are  written  monthly 
using  the  department's  mechanical  equipment,  1,700  per 
month  are  prepared  manually  by  typewriter,  and  2,300  per 
month  are  prepared  by  the  medical  administrator  under 
contract  with  the  department.   As  an  example  of  the  in- 
creased efficiency  that  could  result,  the  department's 
present  mechanized  equipment  will  print  checks  at  the 

rate  of  about  30  per  minute.  The  state's  central  com- 
puter equipment  prints  warrants  at  a  rate  in  excess  of 
300  per  minute. 
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(4)  The  state's  central  investment  function  could  make 

more  effective  use  of  state  moneys  if  the  department's 
claims  were  paid  directly  from  the  state  treasury.   As 
the  above  statute  indicates,  the  department  may  make 
quarterly  withdrawals  from  its  appropriations.   The 
department  makes  such  withdrawals  and,  as  a  result, 
during  the  1969-70  fiscal  year  had  an  average  month- 
end  cash  balance  of  nearly  $1,900,000.   In  addition, 
the  department  had  a  month-end  average  of  over  $800,000 
in  outstanding  checks.   The  department  does  make  an 
effort  to  provide  for  the  partial  investment  of  the 
moneys  through  its  practice  of  withholding  from  immedi- 
ate deposit  a  portion  of  amounts  withdrawn  from  the 
state  treasury.   For  example,  the  department's  average 
month-end  balance  of  undeposited  checks  and  warrants 
during  1969-70  was  approximately  $1,200,000.   However, 
this  still  leaves  an  additional  average  month-end  balance 
of  $1,500,000  that  is  not  available  for  investment  under 
the  current  system.   Elimination  of  the  withdrawal  system 
and  replacement  by  disbursements  through  the  claim/warrant 
system  would  enable  the  investment  of  this  money. 
(5)  Transfer  of  the  disbursement  function  to  the  central 

claim/warrant  system  would  correct  several  of  the  exist- 
ing weaknesses  in  internal  control  discussed  in  other 
sections  of  this  report. 
We  recognize  that  there  are  occasions  when  the  need  may  exist  for 
an  immediate  disbursement.   This  need  can  be  met  through  the  establishment 
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of  a  contingent  revolving  advance.   This  method  of  disbursement  is  pro- 
vided for  by  Section  79-602,  R.C.M.  1947,  and  is  controlled  by  statute 
and  regulations  as  to  its  usage. 

RECOMMEND AT lOU 

We  recommend  tJiat  the  department: 

1.  Consult  with  the  State  Department  of  Administration 
as  to  the  necessary  procedures  to  revies  the  depart- 
ment 's  disbursement  function  to  provide  for  disburse- 
ments through  the  state  claim/warrant  system. 

2.  Request  legislation  to  delete  the  statutory  provisions 
relating  to  maintenance  of  a  separate  disbursing 
function  within  the  department. 

3.  Evaluate  the  need  for  immediate  disbursements  and^ 

if  such  is  needed,    seek  authorization  from  the  Depart- 
ment of  Administration  for  a  contingent  revolving 
advance . 

Timeliness  of  Deposits 

The  department  presently  accumulates  checks  and  warrants  and  makes 
deposits  in  local  bank  accounts  only  when  cash  is  needed  to  cover  the 
department's  disbursements.   The  result  of  such  procedures  is  that  there 
is  consistently  a  substantial  amount  of  money  on  hand  in  the  form  of 
checks  and  warrants.   These  items  are  recorded  in  the  department's  records 
in  an  account  called  "Funds  Not  Deposited."  The  average  month-end  balance 
of  this  account  for  the  1969-70  fiscal  year  was  $1,228,713. 

We  were  informed  that  these  delayed  depositing  procedures  are  followed 
for  several  reasons,  one  of  which  is  to  enable  certain  classifications  of 
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receipts  to  be  recorded  all  at  once.   This  procedure  is  an  unnecessary  one. 
The  state  treasury  fund  system  provides  for  clearance  accounts  into  which 
collections  may  be  immediately  deposited  pending  determination  of  their 
classification  and/or  disposition. 

Another  reason  given  is  to  keep  bank  balances  as  low  as  possible 
because  collateral  amounts  posted  by  banks  are  relatively  low.   As  indi- 
cated above,  another  reason  given  for  holding  state  warrants  until  they 
are  needed  by  the  department  is  that  it  enables  the  investment  of  these 
moneys  in  the  interim.   Such  procedures  have  apparently  been  followed 
since  the  late  1930' s  when  the  department  was  formed. 

From  an  internal  control  standpoint,  such  procedures  are  inadequate 
because  such  accumulation  of  cash  items  increases  the  possibility  of  loss 
by  theft,  fire,  misappropriation,  etc.   A  basic  tenet  of  sound  internal 
control  is  that  cash  should  be  deposited  as  soon  as  practicable  after 
receipt.   This  fact  is  recognized  in  Section  79-306,  R.C.M.  1947,  which 
provides  that  all  state  agencies  shall  make  daily  deposits  of  collections. 

We  do  not  believe  any  of  the  reasons  given  by  department  personnel 
as  to  why  the  department  follows  the  above  described  procedures  represent 
a  sound  basis  for  the  practice.   Transfer  of  the  department's  disbursement 
function  to  the  central  claim/warrant  system  as  recommended  above  and 
utilization  of  a  state  treasury  clearance  account,  if  necessary,  will 
eliminate  the  reasons  cited. 

The  Department  of  Administration  has  issued  a  set  of  directives 
(Management  Memo  72-2)  relating  to  "Cash  Collection  Control  Procedures" 
which  includes  provision  for  timely  deposit  of  collections  by  state 
agencies.   The  department  should  implement  the  prescribed  procedures. 
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RECOmENDATION 

We  recommend  tlv2t  the  deparLment  make  deposits  of  alt  collections 

intact  on  a  timely  basis  and  implement  the  other  procedures  as 

outlined  in  Management  Memo   72-2. 

Long  Outstanding  Checks 

The  department  has  not  established  a  policy  of  systematically  writing 
off  outstanding  warrants. 

During  our  review  of  bank  reconciliation  procedures  and,  consequently, 
outstanding  checks,  we  noted  that  as  of  June  30,  1970,  there  were  45  checks 
amounting  to  $3,045  outstanding  for  more  than  six  months.   Nineteen  of 
these  warrants,  amounting  to  $1,573,  were  outstanding  for  more  than  one 
year.   The  procedures  now  followed  in  writing  off  checks  and  warrants 
more  than  one  year  old  is  to  write  them  off  when  time  permits.   In  summary, 
there  is  no  established  policy  to  systematically  write  off  outstanding 
checks  on  a  regular  and  timely  basis. 

The  checks  which  are  used  to  pay  public  assistance  recipients  contain 
the  statement  "Not  Valid  More  Than  Ninety  Days  From  Date  Issued"  and  banks 
customarily  will  not  honor  checks  issued  more  than  six  months  prior  to  date 
of  presentation.  Warrants  issued  through  the  state  claim/warrant  system 
that  are  outstanding  after  one  year  are  automatically  cancelled.   Pending 
transfer  of  the  department's  disbursement  system  to  the  state  treasury, 
the  department  should  develop  and  implement  a  systematic  plan  to  write 
off  long  outstanding  checks. 

RECOMMEWATION 

We  recommend  that  the  department  establish  a  policy  of  systematic- 
ally writing  off  checks  after  the  expiration  of  a  predetermined 
period  of  time. 
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Quarterly  Withdrawals 

Section  71-903,  R.C.M.  1947,  quoted  in  the  "Disbursements"  subsection 
above,  provides  that  the  department  may  make  quarterly  withdrawals  from 
its  appropriation  of  amounts  not  exceeding  one-fourth  of  the  appropriation 
made  for  the  fiscal  year  unless  good  cause  is  demonstrated  that  a  larger 
withdrawal  is  needed. 

During  the  fiscal  year  ended  June  30,  1970,  the  withdrawals  of  general 
fund  moneys  were  as  follows: 

1st  Quarter  (July  1,  1969  to  September  30,  1969)  $2,500,000 
2nd  Quarter  (October  1,  1969  to  December  31,  1969)  1,500,000 
3rd  Quarter  (January  1,  1970  to  March  31,  1970)  1,500,000 
Ath. Quarter  (April  1,  1970  to  June  30,  1970)  888.606 

Total  General  Fund  Appropriation  $6,388.606 

Pursuant  to  the  above  cited  law,  no  more  than  $1,597,152  should  have  been 
withdrawn  in  any  one  quarter  without  showing  good  cause.   As  indicated, 
$2,500,000  was  withdrawn  during  the  July-September  1969  quarter,  and  there 
was  no  documentation  indicating  the  need  for  the  excess  $902,848  withdrawn. 
According  to  the  department's  finance  director,  good  cause  was  not  shown 
during  that  year  for  the  excessive  first  quarter  withdrawal  because  the 
department  had  not  been  asked  to  show  good  cause. 

There  would  be  no  need  for  such  quarterly  withdrawals  if  the  depart- 
ment's disbursements  were  made  directly  from  the  state  treasury  as  recom- 
mended above.   Pending  the  adoption  of  this  revised  disbursement  system, 
the  department  should  comply  with  the  statutory  provision  and  document 
the  basis  for  any  quarterly  withdrawal  in  excess  of  25%  of  the  department's 
appropriation  for  the  year. 
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EECOmENDATION 

We  reaommend  that,   pending  implementation  of  a  disbursement 
system  through  the  ctaim/warrant  process,    the  department 
submit  written  justification  for  quarterly  withdrawals 
from  the  state  treasury  in  excess  of  one-quarter  of  the 
department  's  annual  appropriation. 

Other  Controls 

Procedures  presently  followed  by  the  department  include  permitting 
the  bookkeeper  to  handle  cash  receipt  items.   Checks  are  accumulated  and 
segregated  into  the  various  types  of  receipts,  at  which  time  the  book- 
keeper enters  them  into  the  records  directly  from  the  cash  items.   This 
procedure  violates  a  basic  rule  of  internal  control  which  is  that  of  the 
functions  of  cashiering  and  record  keeping  should  be  separated  to  the 
extent  possible.   One  person  in  control  of  both  the  cash  items  and  the 
accounting  records  creates  a  weakness  in  the  control  system.   The  depart- 
ment has  sufficient  personnel  to  permit  segregation  of  the  duties.   Accord- 
ingly, we  believe  this  should  be  done. 

Basically,  all  cash  items  received  by  the  department  are  received  in 
the  mail,  with  the  exception  of  state  warrants  which  are  usually  picked 
up  at  the  State  Auditor's  Office  by  finance  division  personnel.   The  cash 
items  received  in  the  mail  are  routed  to  the  finance  division  by  the  mail 
clerk.   The  department  did  not  prepare  a  pre-listing  of  cash  receipts 
until  the  1969-70  fiscal  year.   Finance  division  personnel  currently 
prepare  a  pre-listing  of  the  receipts,  but  this  pre-listing  is  not  used 
as  a  check  against  amounts  deposited  in  banks  or  against  the  cash  items 
on  hand.   Consequently,  control  of  cash  items  is  not  established  and 
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there  is  no  accountability  for  cash  on  hand.   For  example,  we  counted 
cash  items  on  hand  on  March  3,  1971,  totaling  $806,216  in  checks  and 
warrants  awaiting  deposit  in  a  bank,  yet  the  department's  system  did 
not  readily  show  how  much  should  be  on  hand  because  deposits  are  not 
made  intact  or  on  a  timely  basis. 

A  basic  internal  control  feature  of  an  adequate  cash  receipts  function 
is  that  controls  should  be  established  at  the  initial  point  of  receipt  by 
personnel  of  the  collecting  agency.   The  department  should  establish  con- 
trol of  cash  items  received  at  the  initial  point  of  receipt  by  utilizing 
the  daily  pre-listing  and  depositing  cash  items  intact  on  a  timely  basis. 
The  pre-listing  could  serve  as  the  basis  for  entry  into  the  accounting 
records  by  the  bookkeeper  and  subsequent  verification  of  deposits. 

Bank  statements  are  reconciled  by  the  same  employee  who  prepares  all 
the  department's  manually  drawn  checks.   This  same  person  also  controls 
the  blank  stock  of  prenumbered  checks.   Better  internal  control  would 
result  if  these  duties  were  segregated  between  different  personnel. 

Check  signatures  are  imprinted  at  the  department  offices  by  an  auto- 
matic check-signing  machine.  Dual  control  over  the  machine  and  signature 
plates  for  the  machine  is  available  through  the  use  of  two  keys,  however, 
this  control  is  not  utilized  by  the  department.  The  disbursement  officer 
controls  both  keys  and  they  are  generally  left  in  the  machine  throughout 
the  working  day.  The  department  would  have  more  effective  control  if  dual 
control  of  the  keys  were  utilized. 

RECOmEWATION 

We  reoorrmend  that  the  department: 

1.      Segregate   the  duties  of  preparing  receipts  and  iiandling 
of  cash  i Lents  from  the  record  keeping  duties  by  reassign- 
ing such  duties  to  different  personnel. 
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utilize  the  daily  pre-listing  of  cash  receipts  as  the 
source  for  daily  recording  of  receipts  and  for  verifi- 
cation of  deposits  made  and  cash  on  hand. 
Reassign  the  bank  reconciliation  function  to  an  employee 
other  than  those  preparing  or  approving  the  checks. 
Initiate  a  dual  control  over  the  check-signing  machine 
and  signature  plates. 
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ACCOUNTING  SYSTEM 

In  the  preceding  section  of  this  report  it  was  pointed  out  that  the 
department  does  not  deposit  all  cash  collections  in  the  state  treasury  and 
makes  lump  sum  withdrawals  of  moneys  that  are  deposited  in  the  treasury. 
As  a  result,  the  department's  activities  are  not  included  in  the  state's 
central  accounting  system.   This  lack  of  central  accountability  and  the 
large  amount  of  public  moneys  administered  by  the  department  necessitate 
that  the  department  have  a  sound  accounting  system  of  its  own  to  demonstrate 
that  the  department  is  effectively  fulfilling  its  function.   The  following 
comments  discuss  areas  where  we  believe  the  department  can  improve  the 
present  accounting  system,  pending  transfer  to  the  central  system. 
Accounting  Records 

The  department  maintains  a  general  ledger  and  various  subsidiary  ledgers, 
as  well  as  a  general  journal  and  cash  receipts  and  cash  disbursements  journals, 
All  of  these  records  are  manually  maintained  and  involve  the  time  of  at  least 
two  full-time  personnel  just  entering  transactions  in  the  various  journals 
and  posting  such  items  to  the  various  ledgers.   From  all  indications,  the 
records  were  kept  in  this  manner  when  the  department  was  first  formed  in 
1937,  and  may  have  been  adequate  at  that  time.   However,  public  assistance 
programs  have  multiplied,  the  financing  of  these  programs  has  increased 
tremendously,  and  consequently  the  number  of  transactions  has  increased 
many  times  over  in  the  35  years  since  the  department  was  formed.   These 
procedures  are  not  adequate  today  considering  the  volume  of  transactions 
which  must  be  recorded.   This  is  demonstrated  by  the  nature  of  errors  and 
operating  inefficiencies  we  observed. 

We  noted  that  accounts  in  different  subsidiary  or  auxiliary  ledgers 
did  not  agree.   Several  subsidiary  ledgers  were  not  reconciled  with  the 


-200- 


general  ledger  control  accounts  as  of  June  30,  1970.   The  general  ledger 
accounts  often  show  the  correct  balance,  but  some  amounts  are  not  posted 
in  the  subsidiary  ledger  accounts.   Amounts  are  often  posted  to  different 
accounts  in  the  subsidiary  ledger  than  indicated  in  the  source  journal. 
Sometimes  there  is  no  source  reference  in  the  subsidiary  ledgers.   Many 
times  handwriting  in  the  records  is  illegible  and  information  that  normally 
would  be  put  on  three  lines  is  crowded  onto  one  line.   Various  accounts 
from  the  subsidiary  ledgers  are  combined  in  an  inconsistent  manner  for 
different  reports. 

Financial  statements  prepared  by  the  department's  finance  office  are 
submitted  as  a  supplement  to  the  "Annual  Report  to  the  Governor."  The  cash 
balance  of  $2,459,849  as  reported  in  the  department's  financial  report 
(Table  II,  "Unexpended  Balances  at  Close  of  Business  June  30,  1970"),  is 
overstated  by  $153,912.   In  Table  II  the  cash  balance  in  one  bank  is 
reported  as  $299,055,  although  the  department's  general  ledger  account 
shows  a  balance  of  $145,843.   Reconciliation  with  the  bank  statement  showed 
the  $145,843  figure  to  be  correct.   Further  investigation  disclosed  that 
the  January  31,  1970  balance  was  inadvertently  used  as  the  June  30,  1970 
balance.   This  error  was  not  caught  because  the  statements  were  not  ade- 
quately reviewed  after  their  preparation.   In  another  part  of  the  same 
financial  statements.  Table  V,  the  Balance  Sheet,  the  correct  balance 
was  used. 

During  the  fiscal  year  ended  June  30,  1970,  the  department  received 
federal  grants  for  extension  of  legal  services  to  poor  persons  within  the 
state.   The  project,  through  two  separate  grants,  is  100%  federally  financed. 
The  department  has  contracted  with  the  Montana  Legal  Services  Association 
to  provide  such  services.   The  two  imprest  funds  were  established  at  $15,000 
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each  in  bank  accounts  upon  which  Montana  Legal  Services  Association  may  draw 
checks  for  payroll  and  operation  expenses.   The  department  considers  moneys 
expended  for  the  project  when  they  make  deposits  into  the  imprest  fund,  not 
when  the  moneys  are  expended  by  the  contractor.   Consequently,  the  depart- 
ment's financial  statements  do  not  include  the  unexpended  balance  of  the 
imprest  funds.   This  also  results  in  expenditures  of  the  legal  services 
program  being  overstated  by  the  amount  of  the  imprest  funds.   As  of  June  30, 
1970,  the  unexpended  balance  of  these  funds  was  $5,361,  so  that  as  of  that 
date  cash  was  understated  and  expenditures  were  overstated  by  that  amount. 

The  special  project  operated  by  Montana  Legal  Services  Association 
was  audited  by  a  C.P.A.  firm  and  statements  were  rendered  separately  for 
the  project,  but  were  never  combined  with  the  department's  financial  state- 
ments.  Expenditures  for  the  project  are  not  shown  separately  in  the  de- 
partment's financial  statements  but  are  included  in  the  total  state  admini- 
stration expense.   In  the  detail  schedule  of  state  administration  expenses, 
the  expenses  of  the  project  totaling  $146,713  for  1969-70,  are  grouped  with 
other  expenditures  as  "Special  Fees."  In  short,  there  is  no  separate 
disclosure  of  the  legal  services  project  in  the  department's  financial 
statements. 

The  financial  information  regarding  the  special  project  should  be 
included  with  the  department's  financial  statements  in  that  cash  balances 
consisting  of  the  unexpended  balance  of  imprest  funds  should  be  reported, 
special  project  grants  revenue  should  be  separately  reported,  special 
project  expenditures  should  be  segregated  from  state  administration  ex- 
penses, and  the  recorded  expenditures  should  be  incurred  expenses,  as 
opposed  to  the  amounts  advanced  to  the  imprest  funds. 
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In  our  opinion,  the  system  presently  employed  by  the  department  to 
generate  the  records  is  totally  inadequate  considering  advances  in  book- 
keeping techniques  which  have  been  developed  in  the  past  30  years,  parti- 
cularly in  handling  a  large  volume  of  transactions.   We  believe  that  the 
department  should  make  every  effort  to  utilize  electronic  data  process- 
ing in  the  recording  and  summarizing  of  its  accounting  transactions. 

As  of  early  April  1972,  the  department  had  not  completed  financial 
statements  for  its  operations  for  the  fiscal  year  ended  June  30,  1971.   A 
basic  cause  for  this  substantial  delay  is  that  the  current  system  does  not 
permit  preparation  of  the  financial  statements  directly  from  the  accounts. 
Many  complex  adjustments  are  required  to  complete  the  statements  under  the 
current  system.   This  fact,  coupled  with  the  workload  of  the  current  manual 
system,  results  in  the  time  delay.   The  system  should  provide  for  preparation 
of  financial  statements  on  a  timely  basis  directly  from  the  accounts  with  a 
minimum  of  supplemental  computations  and  adjustments. 

The  State  Department  of  Administration  has  been  assigned  by  law 
(Section  82-110,  R.C.M.  1947)  the  responsibility  for  prescribing  a  uniform 
accounting  system  for  the  State  of  Montana.   The  Department  of  Administration 
is  in  the  process  of  designing  a  modern  accounting  system  for  all  state 
agencies  which  is  scheduled  to  be  implemented  shortly.   This  system  calls 
for  maximum  utilization  of  electronic  data  processing  equipment.   Due  to 
the  sheer  volume  of  transactions  involved  with  the  various  public  assistance 
programs,  it  would  be  far  more  advantageous  to  have  these  records  adapted 
to  electronic  data  processing.   Since  many  changes  are  involved  with  this 
installation  of  a  uniform  accounting  and  reporting  method  for  all  state 
agencies,  and  many  of  these  changes  are  scheduled  to  take  place  July  1,  1972, 
the  department  should  begin  taking  steps  to  adapt  to  the  anticipated  revised 
methods  of  accounting  and  reporting. 
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RECOMMENDATION 

We  reaorrmend  that  the  department: 

1.  Collaborate  with  the  State  Department  of  Administration 
to  establish  a  system  of  aoaounts  that  will  provide  the 
information  needed  by  the  department  for  preparing 
necessary  financial  reports  and  that  will  conform  to  the 
statewide  budgeting  and  accounting  system. 

2.  Process  all  records  with  maximum  utilization  of  the 
electronic  data  processing  facilities  of  the  Department 
of  Administration's  Data  Processing  Center. 

3.  Initiate  review  procedures  to  assure  the  accuracy 
and  consistency  of  the  financial  statements  prior 
to  their  publication. 

4.  Report  in  the  financial  statements  and  segregate 
from  the  department  's  state  administration  programs 
accurate  financial  information  on  special  projects 
grants. 

Accounts  Receivable  and  Payable 

Our  review  of  department  accounts  and  records  indicated  that  accounts 
receivable  and  accounts  payable  in  the  respective  amounts  of  $79,630  and 
$17,170  are  not  recorded  in  the  accounting  records. 

These  unrecorded  accounts  are  for  the  amounts  due  from  and  to  hospital 
vendors  who  participate  in  the  Medical  Assistance  Program.   These  accounts 
arise  from  department  payments  for  services,  as  determined  by  audit  to 
have  been  higher  or  lower  than  reasonable  costs  allowed  to  the  vendors  as 
provided  in  the  State  Plan. 
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The  only  department  records  of  these  amounts  are  the  audit  working 
papers  and  a  copy  of  the  letter  sent  to  the  respective  vendors.   These 
letters  are  notification  to  the  vendor  of  an  amount  due  to  them  or  from 
them  by  the  department. 

These  amounts  must  be  recorded  in  the  department's  accounts  in  order 
to  adequately  control  them  and  for  the  department's  reports  to  accurately 
reflect  the  department  financial  position. 

RECOMMENDATION 

We  veoommend  that  the  department  establish  effective  control  over 
amounts  due  to  and  owed  by  the  department  by  recording  the  trans- 
actions as  they  occur  in  the  general  ledger  and  appropriate  sub- 
sidiary accounts. 

Refunds  and  Miscellaneous  Revenues 

Refunds  and  other  revenues  received  for  various  reasons  are  not  properly 
documented  by  the  department.   Such  receipts  totaled  $281,480  for  1969-70. 

In  our  review  of  the  "Revenues  and  Recoveries  and  Collection  Account," 
we  noted  that  in  many  cases  documentation  regarding  refunds  and  miscellaneous 
revenues  did  not  exist,  and  department  personnel  had  difficulty  in  determining 
why  the  refund  was  made  or  why  the  revenue  was  received.   The  department  does 
not  write  receipts  for  revenues  or  refunds  received,  and  unless  correspondence 
is  included  with  the  revenue  or  refund  check,  nothing  is  retained  to  explain 
the  reason  for  the  revenue  or  refund.   If  correspondence  is  included  with 
such  receipts,  the  correspondence  is  filed  chronologically  by  month.   In  a 
test  sample  of  refunds,  10  of  27  items  had  no  explanatory  correspondence  in 
the  file,  and  six  of  the  17  that  had  some  related  correspondence  did  not 
have  an  adequate  explanation  to  disclose  the  reason  for  the  refund  or  revenue. 


-205- 


In  most  cases,  if  a  question  arose  at  a  later  date  as  to  the  propriety  of  a 
refund,  the  department  could  not  demonstrate  the  basis  for  receiving  the 
refund. 

We  believe  that  because  of  this  lack  of  information  the  department 
should  devise  a  means  of  documenting  an  adequate  description  of  the  reason 
for  each  collection  to  avoid  any  later  problems  that  may  arise  concerning 
the  propriety  of  the  collection.   Collections  which  cannot  be  immediately 
identified  should  be  deposited  to  an  uncleared  collections  account  and 
responsibility  assigned  to  the  appropriate  employee  to  determine  the  basis 
for  payment.  Upon  determination  of  the  nature  of  the  receipt,  the  amount 
should  be  cleared  out  to  the  appropriate  descriptive  account. 

RECOMMENDATION 

We  reoonmend  that  the  department  establish: 

1.  A  policy  of  adequately  documenting  the  reasons  for 
refunds  or  revenues  at  the  time  such  refunds  or 
revenues  are  received. 

2.  Accounts  to  separately  classify  revenue  by  type. 

Billing  Procedures 

The  counties  must  share  the  burden  of  the  public  assistance  rolls  along 
with  the  state  and  the  Federal  Government.   State  laws  provide  the  extent 
to  which  the  counties  will  share  in  these  costs.   Since  all  assistance 
payments  and  administrative  costs  are  originally  made  by  the  department, 
the  counties  must  reimburse  the  department  for  their  appropriate  share  of 
the  costs. 

The  department  prepares  monthly  billings  for  each  county  showing  each 
county's  share  of  the  various  assistance  payments  and  administrative  costs. 


-206- 


The  counties'  share  of  cost  varies  from  program  to  program  and  various 
formulas  are  used  to  make  the  computations.   The  process  involves  approxi- 
mately eight  man-days  each  month  to  produce  the  billings. 

We  have  previously  discussed  the  recording  of  transactions  on  the 
state's  data  processing  equipment  due  to  the  volume  of  the  transactions. 
If  basic  information  such  as  the  number  of  recipients  and  totals  of 
assistance  payments  by  county  were  in  proper  form  in  the  computer,  the 
county  billings  could  be  prepared  in  a  matter  of  minutes.   This  is  another 
reason  for  mechanizing  the  record  keeping  procedures  at  the  department 
and  should  result  in  more  timely  billings. 

The  billings  to  the  counties  are  mailed  about  the  20th  of  each  month. 
On  the  other  hand,  quarterly  payments  are  made  to  the  counties  for  their 
share  of  recoveries  from  estates  and  other  sources.   Separate  checks  are 
drawn  to  each  county  for  recoveries  made  from  children's  accounts  and  for 
recoveries  from  estates  and  other  refunds.   This  results  in  the  county 
writing  checks  to  the  department  while  the  department  is  writing  ehecks 
to  the  counties.   If  all  such  information  were  computerized,  such  amounts 
owed  to  the  counties  could  be  offset  against  the  amount  billed  to  the  county 
and  only  the  net  difference  would  have  to  be  billed  or  paid  to  the  county. 

RECOMMEWATION 

We  recommend  that  the  department: 

1.  Utilize  data  processing  equipment  to  produce  the  hillings 
to  the  counties. 

2.  Consider  offsetting  amounts  due  to  and  due  from  the 
counties  so  that  a  single  statement  may  he  rendered  to 
the  counties  on  a  monthly  basis. 
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Disposition  of  Unexpended  Grant  Balance 

The  department  has  retained  federal  moneys  which  were  not  expended 
for  a  program  which  has  been  eliminated. 

The  department  received  federal  moneys  for  a  Title  V  Project  -  Work 
Experience  and  Training  Program.   This  project  was  100%  federally  financed. 
During  the  1968-69  fiscal  year,  this  program  was  phased  out  and  reports  of 
expenditures  to  the  Federal  Government  were  not  made  after  December  31, 
1968.   With  two  exceptions  that  we  are  aware  of,  the  counties  returned  the 
federal  money  to  the  department  that  was  not  used  for  the  project.   The 
federal  personnel  administering  the  project  requested  and  received  from 
the  department  the  unexpended  moneys  that  had  been  collected  by  the  depart- 
ment.  However,  in  July  and  August  1969,  two  counties  belatedly  returned 
$8,915  of  unused  project  money  to  the  department.   Inasmuch  as  this  was 
also  federal  money,  it  too  should  have  been  returned  to  the  Federal  Govern- 
ment.  The  department  merely  credited  the  $8,915  to  the  "Federal  Funds 
Received"  account.   When  the  Federal  Government  did  not  ask  for  a  final 
accounting  for  the  program,  the  department  retained  the  unexpended  balance. 
At  June  30,  1971,  the  department  still  had  the  $8,915.   In  our  opinion, 
the  department  should  determine  the  required  disposition  of  this  money 
and  take  appropriate  action. 

RECOMMENDATION 

Wc  recoumend  that  the  depar'tment  consult  with  the  fjrantov  agenaij  of 
the  Federal  Govevrment  for  the  Title   V  -  Work  Experience  Project 
as  to  the  proper  disposition  of  the  unexpended  grant  balance  and 
take  appropriate  action  as  required  by  the  federal  agency. 
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FIXED  ASSETS 

The  department's  general  ledger  indicates  a  balance  of  $287,005  in 
fixed  assets  as  of  June  30,  1970.   The  department,  however,  does  not  include 
a  statement  of  fixed  assets  as  part  of  the  year-end  financial  statements, 
nor  has  it  adequately  accounted  for  fixed  assets  under  its  control.   Control 
and  subsidiary  accounts  for  fixed  assets  have  not  been  properly  maintained. 
Assets  have  not  been  properly  valued,  periodic  inventories  have  not  been 
taken,  and  additions  and  deletions  have  not  been  properly  recognized  in  exist- 
ing records.   In  order  to  establish  effective  accountability  and  control  over 
equipment  and  other  fixed  assets  under  the  department's  control,  control 
accounts  should  be  maintained  on  a  current  basis  in  agreement  with  sub- 
sidiary documents  which  identify  the  fixed  assets,  their  recognized  cost, 
and  other  relevant  historical  data. 

Specific  examples  of  the  deficiencies  noted  in  our  review  of  fixed 
asset  records  include: 

(1)  No  number  identification  tags  are  affixed  to  the  asset.  ' 

(2)  The  last  physical  inventory  was  taken  during  the  1968-69 
fiscal  year. 

(3)  The  recorded  ending  inventory  at  June  30,  1969,  was  less 
than  the  recorded  beginning  balance  at  July  1,  1969. 

(A)  No  subsidiary  ledger  is  maintained  by  fixed  asset  classi- 
fication. 

(5)  Fixed  asset  accounts  are  only  updated  on  an  annual  basis. 

(6)  Many  inventory  cards  for  discarded  or  unlocated  assets  are 
still  in  the  files. 

(7)  There  is  no  standardized  procedure  for  recording  acquisitions 
and  deletions. 

(8)  Items  are  capitalized  that  should  not  be. 
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The  State  Department  of  Administration,  in  Management  Memo  No.  70-17, 
has  issued  preliminary  instructions  relating  to  property  control  procedures 
to  be  implemented  by  all  state  agencies.   These  procedures  include  the 
requirement  for  an  annual  inventory,  proper  valuation,  and  the  recording 
of  fixed  asset  transactions. 

RECOMMENDATION 

We  veoovmend  that  the  department  implement  the  property  control 
procedures  prescribed  in  Management  Memo  No.    70-17. 

CONSULTANTS'  SERVICES 

Documentation  of  Services 

The  department  retains  several  professional  individuals  as  consultants 
for  which  there  is  no  systematic  documentation  of  the  services  they  provide. 
In  addition,  some  of  the  consultants  are  performing  services  for  the  depart- 
ment as  part-time  employees.   These  consultants  are  retained  primarily  to 
assist  the  department  as  problems  arise  where  the  expertise  they  possess 
is  required  to  provide  an  equitable  and  reasonable  solution.   The  con- 
sultants' group  consists  of  medical  specialists  -  dentists,  physicians, 
surgeons  -  and  an  attorney. 

The  Federal  Government  is  increasingly  demanding  an  accurate  cost 
accounting  for  programs,  including  administrative  costs,  which  are  financed 
in  whole  or  in  part  with  federal  resources.   Estimates  based  on  undocumented 
information  are  becoming  less  acceptable  as  a  basis  for  charging  costs  to 
these  programs.  We  believe  that  the  department  should  require  documentation 
from  its  consultants  to  justify  the  allocations  of  the  consultants'  charges 
to  administrative  costs. 

An  even  more  basic  reason  for  these  records  is  to  establish  the  actual 
cost  of  the  consultant  charges  to  the  department.   If  no  records  are  maintained, 
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there  is  no  method  to  demonstrate  that  the  charges  are  reasonable.   For 
example,  consultant  "A"  receives  a  $300  monthly  remuneration.   Discussion 
with  department  personnel  indicates  that  he  works  one  hour  per  week  at 
the  department.   Consultant  "B"  receives  a  monthly  fee  of  $500  and  works 
approximately  five  hours  per  week  at  the  department.   Consultants  "C" 
and  "D"  receive  $300  and  $600  per  month  respectively  for  approximately 
eight  or  nine  hours'  work  per  week  at  the  department.   We  do  not  contend 
that  these  fees  are  excessive  or  that  the  time  spent  at  the  department 
is  the  only  time  given  to  department  business.   However,  we  do  contend 
that  there  should  be  documentation  to  demonstrate  the  services  provided. 

One  function  of  the  medical  consultants  is  to  determine  that  billings 
are  reasonable  in  relation  to  services  provided.   We  believe  the  depart- 
ment should  apply  this  same  criteria  to  the  charges  of  these  consultants. 

RECOMMEWATION 

V/e  recommend  that  the  department  require  alt  its  consultants  to 
include  with  their  monthly  billings  reports  of  their  time  spent 
on  department  business  and  the  areas  wherein  their  services 
were  provided. 

Tax  Withholding  From  Consultants'  Fees 

Our  examination  of  department  records  disclosed  that  consultant  fees 
paid  to  employees  are  not  being  properly  reported  and  required  amounts  are 
not  being  withheld  from  these  pa3rments.   Internal  Revenue  Service  Ruling 
No.  55-583  and  Section  3402  of  the  Internal  Revenue  Code  require  that  fees 
paid  for  consulting  services  to  employees  are  subject  to  tax  withholding 
and  reporting.   Salary  payments  made  by  the  department  to  these  employees 
have  been  properly  reported  and  subjected  to  withholding,  but  payments  to 
the  employees  as  consulting  fees  have  not  been. 
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We  discussed  with  the  State  Department  of  Revenue  whether  the  State  of 
Montana  had  a  similar  withholding  requirement  as  that  of  the  Federal  Govern- 
ment.  We  were  informed  that  there  is  no  statutory  requirement,  but  that 
the  Department  of  Revenue  generally  follows  federal  rulings  and  uses  them 
as  authority  for  compliance  with  the  tax  rules  and  regulations  of  the  state. 

We  have  observed  the  same  situation  in  other  state  agencies.   Accord- 
ingly, in  order  to  achieve  statewide  compliance  with  the  withholding  and 
reporting  requirements,  we  believe  the  State  Department  of  Administration 
should  consult  with  the  State  Department  of  Revenue  and  issue  instructions 
to  all  state  agencies  concerning  the  proper  withholding  of  taxes  and  re- 
porting of  compensation  paid  to  consultants  who  are  employees, 

RECOMMENDATION 
We  veaormend  that: 

1.  The  deipccrtment  withhold  taxes  from  payments  to  consultants 
who  ape  department  employees  pursuant  to  I.R.S,  Ruling 

No.    55-582  and  I.R.C.^   Section  S402. 

2.  The  State  Department  of  Administration  notify  all  state 
agencies  of  the  proper  tax  withholding  and  reporting 
procedures  for  consultants'  fees  paid  to  state  employees. 

Legal  Services 

The  department  employs  an  attorney  to  assist  with  estate  recoveries 
and  other  collection  efforts.   In  addition,  the  same  attorney  is  engaged  on 
a  retainer  basis  to  act  as  counsel  for  the  board.   Additional  sums  are  paid 
to  the  attorney  for  special  cases  or  court  time.   During  the  fiscal  years 
ended  June  30,  1970  and  1971,  the  following  amounts  were  paid  to  the  attorney: 


-212- 


Fiscal  Year  Ended 
6/30/70         6/30/71 

Salary  $  6,000         $  6,300 

Retainer  7,200  7,560 

Special  Cases  —  1,000 

Court  Cases  150  300 

Total  $13.350         $15,160 

The  attorney  is  indicated  in  budget  records  as  a  full-time  attorney 
with  a  salary  of  $500  and  $525  per  month  in  the  fiscal  years  ended  June  30, 
1970  and  1971  respectively.   This  attorney  is  also  a  partner  in  a  private 
law  firm  in  Helena. 

As  indicated  in  the  above  subsection,  the  amount  of  time  the  attorney 
spends  on  business  for  the  department  is  not  controlled  by  the  department. 
He  spends  approximately  one  hour  per  day  on  a  regular  basis  in  the  depart- 
ment offices  working  mostly  with  problems  concerning  recovering  from  estates. 
He  indicates  that  he  conducts  some  of  the  department's  business  in  his 
private  law  office. 

We  have  noted  in  various  sections  of  this  report  problems  which  may 
stem  from  the  fact  that  the  attorney  does  not  devote  full-time  to  the 
department's  legal  matters. 

In  summary,  the  department  is  paying  approximately  $15,000  per  year 
for  an  attorney's  part-time  services.   Due  to  the  volume  of  activity  with 
legal  matters  the  department  has  and  the  potential  for  additional  recoveries 
discussed  elsewhere  in  this  report,  we  believe  that  the  department  should 
hire  one  or  more  attorneys  to  actually  work  on  full-time  basis  for  the 
department. 
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RECOMMENDATION 

We  recommend  that  the  department  employ  one  or  more  full-time 
attorneys  to  handle  legal  matters  of  the  department. 

Payment  of  Legal  Fees 

Section  71-207,  R.C.M.  1947,  provides  that  the  Attorney  General  shall 
act  as  legal  advisor  to  the  department  and  shall  perform  such  legal  services 
as  may  be  required.   He  is  further  empowered  to  employ  and  fix  compensation 
for  such  other  additional  counsel  as  considered  necessary  in  performing 
this  service.   The  provision  provides  that  compensation  for  any  additional 
counsel,  payable  by  the  department,  shall  not  exceed  $2,400  per  year. 

During  our  examination,  we  noted  the  department's  records  indicate 
a  full-time  attorney  is  employed.   For  the  1969-70  fiscal  year,  he  received 
$6,000  in  salary  and  $7,350  in  consulting  fees,  both  of  which  are  in  excess 
of  the  statutory  limit. 

RECOMMENDATION 

We  reoonmend  that  the  department  seek  the  advice  of  the  Attorney 
General  to  resolve  the  conflict  between  the  statutory  provision 
and  the  current  department  practice  of  compensating  the  legal 
advisor. 

PAYROLL 

Computation  of  Gross  Pay 

The  department  utilizes  different  methods  of  computing  the  daily  rate 
of  pay  for  full-time  employees  and  part-time  employees,  neither  of  which 
is  correct.   There  are  also  inconsistencies  in  computing  gross  pay  for 
these  employees  depending  upon  the  type  of  days  included  in  a  payroll  period, 
i.e.,  normal  work  day,  vacation  leave,  sick  leave,  and  leave  without  pay. 
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The  methods  used  by  the  department  in  determining  the  daily  rate  of 
pay  for  full-time  employees  is  to  divide  the  monthly  salary  by  thirty  days 
(360  days  on  an  annual  basis) ,  except  if  the  pay  period  includes  leave 
without  pay,  the  daily  rate  is  computed  by  dividing  the  monthly  salary  by 
the  number  of  work  days  in  the  month.   If  a  full-time  employee  who  earned 
$420  per  month  worked  January  1  through  January  15  (10  working  days)  and 
was  on  leave  without  pay  status  for  the  remainder  of  the  month  (11  working 
days),  he  would  receive  a  salary  of  $200,  i.e.,  $420  ■*  21  working  days  = 
$20  daily  rate  times  10  working  days  =  $200.   A  full-time  employee  not  on 
a  leave  without  pay  status  would  have  earned  $210  for  the  same  period,  i.e., 
$420  -t-   30  days  =  $14  daily  rate  times  15  days  =  $210. 

The  method  used  to  determine  the  daily  rate  for  a  part-time  employee 
is  to  divide  the  annual  salary  by  250  days.   This  method  includes  an  adjust- 
ment to  include  pay  for  the  equivalent  of  Saturdays,  Sundays,  and  holidays. 

In  addition,  the  department's  method  of  computing  termination  pay  is 
not  correct.   The  method  used  is  dependent  upon  a  percentage  of  t-he  monthly 
salary  depending  upon  the  date  of  resignation  rather  than  the  daily  rate 
times  the  days  worked.   For  example,  an  employee  working  his  last  day  on 
Friday,  January  14,  1972,  could  state  his  day  of  resignation  as  Monday, 
January  17.   His  salary  for  January  will  be  17/30  of  his  monthly  salary, 
whereas  it  should  be  10  days  times  his  daily  salary. 

There  is  only  one  approved  method  for  converting  a  state  employee's 
salary  from  one  period  of  time  to  another.   For  example,  an  employee  with 
a  salary  of  $500  per  month  is  converted  to  an  annual  salary  by  multiplying 
by  12  months.   To  determine  his  weekly  salary,  his  annual  salary  is  divided 
by  52  weeks.   To  determine  his  daily  salary,  his  annual  salary  is  divided 
by  260  days  (52  weeks  x  5  days  per  week) .   To  determine  his  hourly  salary. 
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his  annual  salary  is  divided  by  2,080  hours  (52  weeks  x  40  hours  per  week). 

This  method  is  widely  accepted,  is  that  prescribed  by  the  State  Central 
Payroll  Division,  and  has  recently  been  confirmed  by  the  Attorney  General 
in  an  official  legal  opinion. 

RECOMMENDATION 

We  reaommend  that  the  department  utilize  the  standardized  method 
of  the  State  Central  Payroll  Division  for  computing  daily  pay 
rates  for  all  employees,  regardless  of  employment  status. 

Annual  Leave  Law 

During  our  audit  we  noted  several  instances  where  an  employee  with 
prior  service  was  re-employed  but  terminated  employment  before  having 
worked  continuously  for  twelve  calendar  months.   It  is  the  department's 
policy  to  pay  accrued  vacation  leave  to  these  employees  upon  their  termin- 
ation, as  illustrated  below: 

Date Days  of      Pajment 


Employee  No. 

Reinstated 

Terminated 

Accrued  Leave 

Received 

1 

11/20/69 

3/13/70 

2 

$  38.33 

2 

6/8/70 

9/22/70 

5 

140.00 

3 

4/1/70 

7/10/70 

3-3/4 

76.67 

4 

6/8/70 

10/22/70 

5 

120.00 

5 

5/26/70 

9/18/70 

5 

89.83 

5 

10/19/70 

12/16/70 

2-1/2 

57.75 

These  payments  made  by  the  department  to  the  terminating  employees 
with  less  than  12  months  of  continuous  service  are  in  violation  of  Section 
59-1001,  R.C.M.  1947,  which  states  that: 
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"...  employees  are  not  entitled  to  any  leave  with  full  pay 
until  they  have  worked  continuously  for  a  period  of  twelve 
(12)  calendar  months." 

The  Attorney  General,  in  an  opinion  dated  December  19,  1957,  clarified 

this  statute  by  stating: 

"It  is  my  opinion  that  an  employee  who  had  previously  been 
employed  by  the  state  for  one  year  or  more  must,  upon  re- 
entering the  state's  employ,  work,  a  continuous  period  of  one 
year  before  she  is  entitled  to  annual  vacation  leave.   Her 
previous  employment  cannot  be  considered  in  computing  her 
annual  vacation  leave  when  she  re-enters  the  state's  employ." 

Another  opinion,  dated  June  18,  1969,  states  that: 

"continuous  employment  for  a  period  of  one  (1)  year  from  the 
date  of  employment  is  necessary  before  public  employees  are 
eligible  as  a  matter  of  right  to  receive  accrued  annual  leave." 

In  addition,  we  noted  several  instances  where  employees  with  less  than 
one  year  of  continuous  employment  were  permitted  to  take  time  off  during 
working  hours  with  full  pay,  charging  the  time  to  annual  leave. 

The  following  schedule  lists  examples  where  the  department  permitted 
employees  to  take  accrued  vacation  leave  prior  to  completion  of  one  year 
of  continuous  service. 


Date  First 

Days  of 

Number  of 

Employee  No. 

Year  Completed 

Vacation 

Days  Taken 

1 

7/13/70 

6/22  to 
7/3/70 

9 

2 

6/8/70 

Mar.  1970 

1 

2 

8/2/71 

Nov.  & 
Dec.  1970 

5 

3 

9/21/70 

1/14-21/70 

5 

4 

6/22/70 

8/22/69 

1 

5 

6/22/70 

Oct.  1969 
Mar.  1970 

4 

6 

7/27/70 

Jan.  & 
June  1970 

12 

7 

7/17/70 

Aug. ,  Oct.  , 
Dec.  1969  & 
Mar.  1970 

5 

8 

8/3/70 

Sept.  1969, 
Jan.  &  Mar. 
1970 

2 
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RECOMMENDATION 

We  Teoommend  that  the  department  administer'  leave  in  aooovdanoe 
with  Section  59-1001 ,   R.C.M.    1947,   by: 

1.  Discontinuing  payment  for  unused  vacation  leave  when 
an  employee  has  not  completed  one  year  of  continuous 
employment. 

2.  Withholding  vacation  leave  until  continuous  employment 
of  one  year  has  been  completed. 

Vacation.  Sick  Leave,  and  Overtime  Records 

The  department  presently  maintains  a  record  of  each  employee's  vaca- 
tion and  sick  leave  on  a  form  designed  for  accumulating  other  information 
pertaining  to  payroll  deductions.   This  record  contains  pay  for  each  period, 
gross  pay,  columns  for  each  deduction  (PERS,  withheld  state  and  federal 
tax,  etc.)»  net  pay,  travel  claims  paid,  and  vacation  and  sick  leave  earned 
and  taken.   The  department's  finance  office  and  the  staff  development  division 
both  maintain  similar  records.   Overtime  worked  and  compensating  time  off 
are  kept  informally  by  the  finance  office. 

The  department  should  utilize  a  form  that  will  provide  a  record  of 
vacation,  sick  leave,  and  overtime  earned,  taken,  and  the  unused  balance 
of  each.   These  records  are  necessary  to  control  the  accrual  and  use  of 
leave,  provide  a  historical  record  of  employee  use  of  leave,  and  prevent 
misunderstanding  as  to  the  amount  of  leave  available  at  any  given  time, 
especially  in  instances  such  as  extended  illness. 

The  State  Department  of  Administration  has  devised  such  a  form  and 
recommended  its  use  by  state  agencies.   The  prescribed  form  would  ade- 
quately serve  the  department's  need  for  such  a  record. 
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The  other  Information  currently  being  maintained  manually  (employee 
earnings,  deductions,  etc.)  is  provided  to  the  department  by  the  State 
Central  Payroll  Division  on  computer  printouts.   The  manually  maintained 
information  of  this  type  is  a  costly  and  unnecessary  effort. 

RECOMMENDATION 

We  reaommend  that  the  department: 

1.  Utilize  the  leave  record  form  reconmended  by  the  Department 
of  Administration  in  Management  Memo  71-8. 

2.  Limit  the  maintenance  of  accumulated  leave  records  to  one 
office . 

3.  Utilize  the  reports  provided  by  the  State  Central  Payroll 
Division  for  employee  earnings  and  deductions  information 
and  cease  maintaining  duplicative  records. 

Payroll  Records  and  Reports 

During  our  examination  of  department  payroll  procedures  we  noted 
several  areas  where  we  believe  implementation  of  another  procedure  would 
strengthen  department  controls  and  increase  efficiency. 

These  areas  include: 

Employee  Attendance  Reports.  The  department  currently  uses  personnel 
payroll  forms  to  account  for  attendance.  The  separate  "record  of  absence" 
form  is  used  to  notify  the  department  payroll  section  of  vacation  and  sick 
leave  taken,  is  not  signed  by  the  employee,  only  by  the  employee's  supervisor. 

Record  of  Salary  Adjustments.   The  finance  office  and  staff  development 
division  both  record  employee  promotions  and  salary  adjustments  as  they 
occur,  constituting  an  unnecessary  duplication  of  effort. 

Payroll  Warrants.   Payroll  warrants  for  county  level  employees  are 
mailed  to  the  county  directors  for  distribution.   The  county  director  is 
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the  person  who  approves  and  certifies  the  payroll  prior  to  submission  to 
the  department  finance  office.   This  method  of  mailing  payroll  warrants 
for  distribution  weakens  department  internal  controls.   To  provide  adequate 
internal  control,  salary  payments  should  be  controlled  and  distributed  by 
someone  other  than  the  person  responsible  for  preparation  of  the  time  and 
attendance  reports.   In  those  instances  where  this  is  not  practical,  as 
an  alternative,  the  warrants  should  be  periodically  distributed  by  another 
employee  such  as  the  supervisor  of  the  district  office. 

RECOm^EWATION 

We  veoommend  that  the  department: 

1.  Establish  an  employee   time  reporting  system,   including 
a  standardized  time  report  required  to  be  signed  in  ink 
by  both  the  employee  and  his  supervisor . 

2.  Coordinate  the  record  keeping  of  the  finance  and  staff 
development  offices  to  eliminate  the  current  duplicative 
efforts. 

S.     Incorporate  control  procedures  to  insure  that  those 
in  charge  of  preparing  the  payroll  at  the  counties 
do  not  receive  and  distribute  the  warrants ,   or  have 
periodic  distributions  by  other  personnel. 

Processing  of  Monthly  Payroll 

The  department's  payroll  is  processed  on  the  state  central  payroll 
system.   This  system,  administered  by  the  Central  Payroll  Division  of  the 
State  Auditor's  Office,  was  initiated  in  1968  subsequent  to  the  recommenda- 
tion that  such  a  system  be  Implemented  contained  in  the  first  audit  report 
of  this  office.   The  basic  data  processing  program  utilized  for  the  system 
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was  adapted  from  that  being  utilized  in  another  state  and  provides  for 
payroll  payments  on  a  biweekly  basis.   This  basic  system  provides  for 
automatic  calculations  of  gross  pay  and  deductions  by  the  computer.   Each 
state  agency  on  this  program  notifies  the  State  Central  Payroll  Division 
of  each  employee's  salary  rate  and  deduction  data  upon  entry  on  the  system. 
The  information  is  stored  in  a  master  file  and  the  employees'  biweekly 
earnings  and  deductions  are  computed  automatically  based  upon  the  number 
of  hours  worked  during  the  period  as  reported  by  the  applicable  agency. 
The  only  information  required  to  be  submitted  by  the  agencies  are  the 
hours  worked  and  changes  in  the  employees'  earnings  rate  or  deduction 
data.   No  calculations  are  required  on  the  part  of  the  agencies. 

Upon  implementation  of  the  system,  however,  the  various  state  agencies 
were  given  the  option  of  being  paid  on  a  monthly  payroll  basis  instead  of 
the  biweekly  basis.   The  department  was  one  of  the  larger  agencies  that 
selected  this  option.   Although  this  option  was  preferred  by  many  employees 
who  were  accustomed  to  being  paid  on  a  monthly  basis  under  the  old  system, 
it  is  a  more  costly  system  to  operate. 

To  include  the  monthly  pay  option  in  the  system,  two  methods  of 
implementation  were  available.   One  was  to  automate  the  calculation  of 
earnings  and  deductions  which  would  require  a  separate  computer  program. 
The  second  choice,  which  was  adopted,  was  to  require  the  agencies  to  make 
the  calculations  each  month  before  submission  to  the  Central  Payroll  Division. 
These  manual  calculations  are  much  more  expensive  to  make  than  they  would 
be  if  automated  in  the  Central  Payroll  Division. 

The  department's  finance  office  requires  the  various  divisions  and 
counties  to  submit  monthly  payroll  reports.   These  reports  show  the  number 
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of  days  worked,  computations  of  gross  earnings,  and  deductions  for  each 
employee.  They  are  also  the  only  time  accountability  document  received 
by  the  department. 

After  receipt  of  the  various  payroll  reports,  it  takes  two  finance 
office  employees  a  considerable  amount  of  time  to  verify  the  calculations 
for  earnings  and  deductions.   After  verification  of  the  computations,  the 
amounts  are  entered  on  the  payroll  pre-listing  received  from  the  State 
Central  Payroll  Division. 

As  of  April  1972,  all  major  state  agencies  were  on  the  central  payroll 
system  except  the  units  of  the  University  System  and  the  Department  of 
Public  Instruction.   The  average  number  of  state  employees  being  paid 
through  the  system  was  8,416,  but  of  these,  3,496  or  over  40%,  were  on 
the  monthly  payroll  basis.   The  resulting  large  volume  of  manual  calcu- 
lations being  made  to  process  the  monthly  payrolls  negates  to  a  major 
extent  the  advantages  of  the  central  payroll  system. 

We  believe  the  present  requirement  that  those  agencies  on  the  monthly 
payroll  basis  make  calculations  of  earnings  and  deductions  should  be 
eliminated.  The  most  economical  approach  would  be  to  provide  for  the 
payrolls  of  all  state  agencies  to  be  processed  on  the  biweekly  basis. 
As  an  alternative,  the  Central  Payroll  Division  should  have  a  program 
established  to  have  the  calculation  of  earnings  and  deductions  of  all 
state  employees  being  paid  on  a  monthly  basis  made  by  the  computer. 

RECOMMEWATION 

We  recommend  that  the  Office  of  the  State  Auditor  revise  the 
computer  payroll  program  to  provide  for  computer  calculations 
of  earnings  and  deductions  for  the  payroll  of  all  state 
employees. 
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EDUCATIONAL  LEAVE 

The  purpose  of  educational  leave,  as  stated  in  the  department's  Per- 
sonnel Manual,  Section  3340.2,  is: 

"to  secure  qualified  staff  by  making  available  to  staff  members 
an  opportunity  to  secure  professional  training  which  would  not 
otherwise  be  available  in  order  to  extend  and  strengthen  public 
welfare  programs  and  to  achieve  proper  and  efficient  admini- 
stration." 

Departmental  policy  provides  that  educational  leave  for  professional 
training  may  be  granted  with  or  without  financial  assistance,  which  comes 
through  stipends  from  the  department.   Department  policy  requires  that 
when  a  stipend  is  received,  the  employee  must  sign  a  contract  to  return 
to  work  for  the  department.   The  contract  further  provides  that  the  stipend 
must  be  repaid.   By  working  as  a  department  employee  for  12  months  for 
every  nine  months  the  stipend  was  received,  the  stipend  is  reduced  on  a 
pro  rata  basis  until  paid. 

Although  the  department  participates  in  a  75%  federally  finances 
program  for  educational  costs,  this  repayment  provision  is  not  required 
in  the  federal  program  regulations,  but  it  is  a  common  practice  in  educa- 
tional circles  and  has  been  adopted  by  the  department.   For  the  1971-72 
fiscal  year,  the  department  has  authorized  expenditures  in  excess  of  $75,000 
for  stipends  and  tuition  for  13  employees  involved  in  the  program  for  the 
year . 

During  our  examination  of  the  stipend  program  we  noted  several  instances 
where,  in  our  opinion,  policies,  procedures,  and  practices  could  be  changed 
to  promote  program  effectiveness.   Examples  and  relevant  recommendations 
follow. 

Program  Results 

Our  examination  of  the  educational  leave  program  and  stipend  records, 
as  they  relate  to  leave  for  case  workers  to  further  their  education  in  the 
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social  service  field,  indicates  there  is  a  real  question  as  to  how  fruitful 
the  result  of  the  department  efforts  have  been. 

Analysis  of  these  records  since  the  program  started  in  1940  produced 
the  following  information:   the  department  has  assisted  129  employees  in 
furthering  their  education;  122  received  a  master's  degree  in  social  work; 
six  dropped  out  of  the  master's  program,  and  one  received  a  B.A.  degree. 
Of  the  122  who  received  their  master's  degree,  84  have  terminated  or  have 
been  terminated,  38  are  still  employed  by  the  department.   Of  those  38, 
13  are  currently  serving  out  their  contractual  commitment. 

The  stipend  program  suggests  that  there  are  not  enough  trained  pro- 
fessionals available  for  emplojmient.   Department  records  reflect  that  as 
of  March  17,  1972,  there  were  four  social  workers  with  a  master's  degree 
that  have  applied  for  employment  and  have  passed  the  state  merit  system 
examination.   As  of  April  13,  1971,  there  were  187  applicants  for  a  Social 
Worker  I  position.  All  of  these  latter  applicants  have  a  college  degree 
and  have  also  passed  the  merit  system  exam.   Based  upon  the  turnover  of 
those  employees  granted  stipends  for  educational  leave,  and  the  availability 
of  qualified  applicants,  we  believe  the  department  should  evaluate  the 
current  methods  of  administering  the  stipend  program  and  the  benefits 
accruing  to  the  department. 

RECOMMENDATION 

We  recommend  that  the  department  reevaluate  its  needs  and  require- 
ments as  originally  defined  in  1940,   conaeming  financing  the 
education  of  department  employees  to  the  extent  currently  provided. 

Educational  Leave  Contracts 

During  our  examination  of  department  records  relating  to  stipends 
awarded  for  educational  leave  purposes,  we  noted  several  instances  where 
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employees  had  not  fulfilled  their  contractual  obligation  nor  repaid  such 
stipends  received. 

The  Personnel  Manual,  Section  3340,  provides  that  an  applicant  granted 
educational  leave  is  required  to  sign  a  contract  of  employment  if  he  re- 
ceives a  stipend  while  on  leave.   As  indicated  above,  this  contract  provides 
that  the  applicant  will  return  to  department  employment  for  a  period  of  12 
months  for  each  nine  months  he  received  a  stipend.   The  purpose  of  this 
employment  contract  is  to  repay  the  department  by  service  through  a  method 
known  as  a  "forgivable  loan." 

Examples  of  employees'  contractual  obligations  not  being  fulfilled 
are  as  follows: 

Employee  #1.   The  total  stipend  awarded  was  $7,408,  of  which 
$5,762  was  forgiven.   The  employee  was  terminated  in  June 
1967,  repaid  $164  in  cash,  and  the  remaining  note  balance 
of  $1,482  was  canceled  by  the  board  on  May  13,  1971. 
Employee  #2.   The  total  stipend  awarded  was  $3,736.   The 
employee  signed  a  note  for  this  amount  on  May  25,  1965. 
He  has  terminated  and  not  paid  any  of  the  balance  owed. 
He  currently  is  working  in  another  state,  and  the  depart- 
ment is  trying  to  collect  the  amount  due. 

Employee  #3.   The  total  stipend  awarded  was  $8,124,  and  the 
employee  terminated  after  having  been  forgiven  a  small 
portion  of  the  loan.   The  department  has  not  received  any 
payments  since  he  terminated. 

Employee  #4.   The  total  stipend  advanced  was  $4,429.   The 
department  would  not  rehire  this  employee,  so  the  board 
canceled  the  debt. 
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Employee  #5.   This  employee  only  went  to  graduate  school  one 
year  on  the  stipend  program  and  paid  for  the  second  year 
himself.   The  total  stipend  advanced  was  $3,073,  and  the 
note  was  signed  in  May  1966.   The  employee  paid  back  $1,871 
and  was  credited  for  $342  for  employment  time.   The  board 
did  not  wish  to  rehire  this  employee  so  they  canceled  the 
$860  the  employee  had  not  repaid. 

Analysis  of  these  five  examples  shows  that  one  employee  was  terminated, 
two  terminated  themselves,  and  two  were  not  rehired.   None  of  these  em- 
ployees fully  honored  their  contract  nor  did  the  department  require  them 
to  do  so. 

An  even  bigger  problem  illustrated  by  these  examples  is  the  need  for 
a  better  screening  process  to  determine  those  employees  who  should  partici- 
pate in  the  program.   The  fact  that  the  department  would  make  large  payments 
toward  the  cost  of  education  of  its  employees  and  then  refuse  to  rehire 
them  illustrates  a  basic  problem  exists. 

RECOMMENDATION 

We  reaommend  that  the  department: 

1.  Consult  with  the  State  Attorney  General  as  to  the 
legality  of  the  employment  aontraots  and  with  the 
State  Department  of  Administration  as  to  the  proced- 
ures necessary  to  oolleoty  cancel,   or  write  off 
amounts  of  stipends  for  which  collection  efforts 
have  been  unsuccessful. 

2.  Reevaluate  its  procedures  for  selecting  employees 

to  participate  in  the  paid  educational  leave  program 
to  insure  the  benefits  are  provided  to  employees  the 
department  will  re-employ. 
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OTHER  CONTROLS 
Travel  Advances 

In  Section  79-602,  R.C.M.  1947,  the  state  controller  is  given  authority 
to  establish  revolving  fund  accounts  for  state  agencies.   The  revolving  fund 
accounts,  subject  to  specific  regulations,  are  for  use  by  agencies  demon- 
strating a  need  for  immediate  cash  payments.   The  referenced  statute  and 
regulations  published  by  the  state  controller  in  Management  Memo  No.  69-2 
include  a  provision  that  travel  advances  may  be  made  from  an  established 
agency  revolving  fund  account. 

It  is  the  current  policy  of  the  department  to  require  that  employees 
who  travel  to  pay  their  expenses  from  their  personal  resources  and  to 
reimburse  the  employees  only  after  they  have  submitted  claims  supporting 
the  travel  costs  incurred. 

During  the  1969-70  fiscal  year,  the  department's  financial  reports 
show  that  $247,167  was  expended  for  travel  expenses.   We  noted  that  for 
some  individuals  whose  duties  require  that  they  travel  extensively,  the 
monthly  travel  costs  frequently  exceed  $200.   Because  the  department  has 
not  yet  established  a  contingent  revolving  fund  to  make  travel  advances, 
some  employees  who  incur  substantial  travel  expenses  must  borrow  money 
before  traveling  or  charge  all  travel  costs  and  pay  the  charges  after 
reimbursement  is  received. 

In  order  to  reduce  or  eliminate  this  hardship  on  those  employees  who 
travel  exetnsively,  and  as  measures  are  available  to  do  so,  we  believe  the 
department  should  request  the  establishment  of  a  contingent  revolving  fund 
account  to  be  available  for  travel  advances  as  are  necessary. 
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RECOMMEmATION 

We  peoormend  that  the  depoptment  aonsult  with  the  State  Department 
of  Administration  to  determine  the  proper  procedure  to  provide 
for  the  establishment  of  a  contingent  revolving  account  for 
the  department's  use. 

Purchasing  Controls 

The  department's  system  for  purchase,  receipt,  and  payment  of  supplies 
and  equipment  has  a  basic  control  deficiency  and  results  in  excessive 
payment  delays. 

Under  the  existing  system,  the  General  Services  Division  (GSD)  has 
control  over  the  purchases  made  and  receipt  of  the  items  ordered.   These 
functions  should  be  separated.   Requests  from  the  divisions  and  county 
offices  for  acquisitions  are  currently  delivered  to  the  GSD  where  a 
purchase  requisition  is  prepared  and  sent  to  the  State  Purchasing  Bureau. 
The  GSD  places  one  of  the  returned  copies  of  the  purchase  order  with  the 
requisition  and  forwards  the  documents  to  the  finance  office  while  retain- 
ing the  other  copy  of  the  purchase  order  until  the  merchandise  is  received. 
Upon  receipt  of  the  merchandise,  the  GSD  compares  the  purchase  order  with 
the  items  received  and  delivers  the  merchandise  to  the  division  or  county 
office  that  ordered  the  merchandise.   Any  system  in  an  operation  of  the 
size  of  the  department  that  provides  for  direct  ordering  and  physical 
receipt  of  equipment  and  supplies  by  a  central  organizational  unit  repre- 
sents a  weakness  in  control.   Accordingly,  we  believe  these  functions 
should  be  segregated.   Purchasing  is  a  typical  function  of  a  finance 
office  and  this  would  be  a  logical  unit  in  which  to  locate  this  function 
within  the  department. 
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After  the  invoice  is  received  in  the  finance  office,  a  payment  authori- 
zation form  is  prepared.   This  form  includes  a  description  of  items  ordered, 
is  signed  by  the  person  who  ordered  and  received  the  merchandise,  and  is 
approved  and  signed  by  the  finance  director.   The  authorization  form  is 
then  forwarded  to  the  claims  clerk  for  payment.   The  procedure  often  takes 
from  two  to  three  weeks  after  the  merchandise  is  received  because  the 
division  administrator  who  ordered  the  merchandise  is  often  in  a  travel 
status  and  therefore  unavailable  to  sign  the  payment  authorization  form. 
This  signature  should  not  ordinarily  be  needed  in  our  opinion.   The  employee 
authorized  to  order  the  merchandise  signed  the  purchase  requisition  which 
the  finance  office  has  on  hand.   This,  together  with  the  purchase  order 
and  certification  of  receipt  by  the  GSD,  should  ordinarily  constitute  a 
sufficient  basis  for  payment. 

Current  procedures  provide  for  the  finance  office  to  verify  the  mathe- 
matical accuracy  of  invoices  received,  but  no  notation  is  recorded  that 
this  procedure  has  been  performed.   Such  a  written  notation  would  provide 
additional  assurance  that  the  prescribed  procedures  are  being  followed. 

Control  over  the  department's  purchases  would  be  improved  if  a  division 
separate  from  the  GSD  were  responsible  for  preparation  of  purchase  requisi- 
tions and  receipt  of  purchase  order  copies.   The  GSD  should  be  provided  with 
a  copy  of  the  purchase  order  to  be  used  in  verifying  the  receipt  of  merchan- 
dise ordered.   The  GSD  should  continue  to  notify  the  finance  office  of 
receipt  of  the  merchandise.   This  could  be  accomplished  by  a  receiving 
document  form  which  could  include  specific  spaces  for  signatures  of  the 
receiving  employee,  employee  performing  the  mathematical  verification, 
and  approval  for  payment  by  appropriate  officials. 
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RECOMMENDATION 

We  recommend  that  the  department: 

1.  Segregate  purchasing  and  receiving  duties  between 
separate  divisions. 

2.  Require  that  a  receiving  report  document  be  prepared 
at  the  time  merchandise  is  received. 

S.     Require  written  acknowledgment  that  invoices  have 

been  reviewed  for  mathematical  accuracy^  and  compared 
with  the  receiving  report  and  purchase  authorization. 

CONCLUSION 

We  have  reviewed  the  comments  and  recommendations  contained  in 
this  report  with  the  director  of  the  Department  of  Social  and  Rehabili- 
tation Services  and  his  chief  administrative  assistants.   Several  of  the 
areas  discussed  in  the  report  were  reviewed  by  us  at  the  specific  request 
of  the  director. 

We  wish  to  express  our  appreciation  to  the  director  and  his  staff 
for  their  cooperation  and  assistance. 

Respectfully  submitted. 


Morris  L.  Brusett 
Legislative  Auditor 


May  5,  1972 
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EXHIBIT  A 


DKPARTMKNT  OF  SOCIAL  AND  REHABILITATION  SERVICES 
— — ~         ALL  FUNDS 

BALANCE  SHEET 

June  30,  1970 


ASSETS 

Cash: 

In  Department  Bank  Accounts 
On  Hand  Not  Deposited 
Less  Outstanding  Drafts 
Net  Cash 

Reimbursements  Due  from  Counties 

Office  Supplies 

Deferred  Charges 

Fixed  Assets:  . 

Buildings  and  Attached  Fixtures 
Furniture  and  Equipment 
Library  and  Reference  Books 

Total  Assets 


Federal 
Fund 


State 
Fund 


Trust 
Fund 


$305,159  $  357,110  $72,69A 
1,571,674 

—    (1.123,469)  — 

305,159     805,315  72,694 

476,367 

11,800 

7,027 


General 

Fixed 

Assets 


49,580 

229,745 

7.680 


$305.159  $1.300.509  $72.694   $287.005 


RESERVES  AND  FUND  BALANCE 

Reserves  for: 

Trust  Deposits  -  Exhibit  B-1 
Investment  in  Fixed  Assets  - 

Exhibit  E 
Office  Supplies 
Other 

Fund  Balance  -  Exhibit  B 

Total  Reserves  and 
Fund  Balance 


11,800 
197 

305.159   1.288.512 


$72,694   $ 


287,005 


$305.159  $1.300.509  $72.694   $287.005 
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EXHIBIT  B 


DEPARTMENT  OF  SOCIAL  AND  REHABILITATION  SERVICES 

FEDERAL,  STATE,  AND  COUNTY  FUNDS 

STATEMENT  OF  CHANGES  IN  FUND  BALANCE 

Fiscal  Year  Ended  June  30,  1970 


Federal  State  County 

Fund  Fund  Fund  Total 

Balance,  July  1,  1969             $    24,922  $   84,805  $   —  $   109,727 
Add: 

Revenue  -  Exhibit  C           17.714.679  6.513.950  4.062.937  28,291.566 

Total  Available          17,739,601  6,598,755  4,062,937  28,401,293 

Deduct: 

Expenditures  -  Exhibit  D       17.434.442  5.310.243  4.062.937  26,807,622 

Balance,  June  30,  1970            $   305.159  $1.288.512  $   —  $  1,593,671 
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EXHIBIT  B-1 


DEPARTMENT  OF  SOCIAL  AND  REHABILITATION  SERVICES 

TRUST  FUND 

STATEMENT  OF  CHANGES  IN  RESERVE  FOR  TRUST  DEPOSITS 

Fiscal  Year  Ended  June  30,  1970 


Child 
Welfare 
Services 


Visual 
Services 


Total 


Balance,  July  1,  1969 


$  59,607    $  6,747 


$  66,354 


Add  Receipts: 

From  Various  Sources  for 
Children  Under  Department 
Guardianship 


104,610 


104,610 


Retained  Percentage  of 
Vending  Stand  Sales 

Total 


1,396 


1.396 


164,217      8,143      172,360 


Deduct  Disbursements: 

Care  of  Children  Under 
Department  Guardianship 


92,444 


92,444 


Vending  Stand  Equipment 
and  Supplies 

Balance,  June  30,  1970 


7,222 


$  71,773    $   921 


7.222 


$  72.694 
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EXHIBIT  C 


DEPARTMENT  OF  SOCIAL  AND  REHABILITATION  SERVICES 

FEDERAL,  STATE,  AND  COUNTY  FUNDS 

STATEMENT  OF  REVENUE 

Fiscal  Year  Ended  June  30,  1970 


Federal  Grants: 

Categorical  Assistance 

Medical  Assistance 

Administration 

Work  Incentive  Program 

Other  Federal  Grants 

Appropriation  from  the  State 
General  Fund 

County  Contributions 

Recoveries 

Miscellaneous 

Total 
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Federal 

State 

County 

Fund 

Fund 

Fund 

Total 

$  7,669,438 

$ 

$ 

$  7,669,438 

6,457,440 

— 

— 

6,457,440 

3,282,500 

— 

— 

3,282,500 

136,200 

— 

— 

136,200 

18,632 

87,019 

— 

105,651 

~ 

6 

,388,606 

— 

6,388,606 

~ 

~ 

4 

,062,937 

4,062,937 

150,469 

33,541 

~ 

184,010 



$6 

4.784 
513,950 



4.784 

$17,714,679 

^ 

.062,937 

$28,291,566 

I 
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EXHIBIT  D 


DEPARTMENT  OF  SOCIAL  AND  REHABILITATION  SERVICES 

FEDERAL,  STATE,  AND  COUNTY  FUNDS 

STATEMENT  OF  EXPENDITURES 

Fiscal  Year  Ended  June  30,  1970 


Program 

Old  Age  Assistance 

Aid  to  Families  with 
Dependent  Children 

Aid  to  the  Needy  Blind 

Aid  to  the  Disabled 

Medical  Assistance 

Visual  Services 

Child  Welfare  Services 

Day  Care  Services 

Foster  Home  Care  Services 

General  Relief 

Administrative  Expenses 

Total 


Federal 
Fund 

State 
Fund 

( 

County 
Fund 

Total 

$  1,880,974 

$  696,735 

$ 

215,379 

$  2,793,088 

4,173,678 

1,685,672 

616,571 

6,475,921 

122,909 

101,832 

18,386 

243,127 

1,283,199 

282,080 

380,107 

1,945,386 

6,366,976 

1,749,773 

1 

,532,184 

9,648,933 

313,329 

85,042 

~ 

398,371 

14,391 

— 

~ 

14,391 

222,246 

74,082 

~ 

296,328 

56,606 

182,943 

214,532 

454,081 

~ 

24,058 

~ 

24,058 

3,000,134 

428.026 

1 

,085,778 

4.513,938 

$17,434,442 

$5,310,243 

14 

,062,937 

$26,807,622 
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EXHIBIT  E 


^p^^T>.^^MT  m.  «;nr.TAL  AND  RE^^^ttttation  SERVI9ES 
Fiscal  Year  Ended  June  30,  1970 

Balance 
Tnlv  l^'^igeg  Additions  Deletions  June  30,  1970 

Buildings  and  Attached  71xtu.es  5  48,691  5   889  S  -  S  49,580 

.utnitute  and  E,uip»e„t  1M,303  39,527  3,090  229,745 

Library  and  Reference  Books       LiiOl     

Total  ^249.104  $40,991  ||J|£  HEi^ 
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